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RESOURCE ALLOCATION in periods of 
“mobilization centers on what is called 
in government circles the programming 
operation. Various aspects of this proc- 

ess will be considered in this article. 

The discussion is divided into four 
sections. The first deals with the basic 
“meaning and objectives of program- 
ming. The second reviews the essential 
: 
: 


_ elements of programming as revealed 
_ by two recent mobilizations. The third 
deals with several major current re- 
‘source allocation preparedness pro- 
grams. Finally, some attention is given 
to policies and problems of program- 
ming in a potential future partial or 
full mobilization with and without the 
factor of potential bomb damage to 
this country. Obviously, treatment of 
all these matters in a short article ne- 
cessitates the greatest brevity. 


What Is Programming? 


The central resource allocation prob- 
lem in a full mobilization can serve as 
a frame of reference for discussing the 
nature and objectives of programming. 
Programming in the Korean partial 
mobilization on the whole was compar- 
able with its World War II predeces- 
sor. The technical differences were of 


* This article was originally presented as 
a paper at the 1954 meetings of the Mid- 
west Economics Association, at Peoria, IIli- 
nois. 

1 Past Director of Policy, Defense Produc- 
tion Administration; currently member, Mo- 
-bilization Program Advisory Committee to 
the Director of the Office of Defense Mobil- 
ization. 
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degree rather than substance. There 
were, however, important economic 
and political differences, which are 
outside the scope of this paper. 

In a full mobilization, national pol- 
icy centers on the achievement of max- 
imum military power for defense and 
victory. This objective is not, and can- 
not be, met by trying to see how much 
military end-item equipment, in gen- 
eral or in specific mixes, the economic 
system can turn out. Rather, the prob- 
lem is to extract that last unit of war 
material from the economy without 
seriously impairing the capacity of the 
economic machine to produce either 
armament or those goods and services 
needed to maintain the health and 
morale of the people. The solution of 
this problem obviously necessitates a 
balanced assignment of resources to all 
essential claims. In economic nomen- 
clature it means equating marginal uses 
for scarce resources. 

Scarce resources determine produc- 
tion potential. Military, defense-related, 
industrial, bedrock civilian, and essen- 
tial export programs to be executed in 
any full mobilization must be geared 
to what the nation’s resources can de- 
liver. Any war in which we may be- 
come engaged will be fought only with 
the reserve stocks accumulated in ad- 
vance, the productive capacity in place 
on the outbreak of war, and the capac- 
ity that can be created (less any lost) 
during the conflict. 

Production goals must be established 


[3] 
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within these resource limitations. Scarce 
resources must be assigned to specific 
goals. The assigned resources must be 
made to flow through the productive 
system on time schedules which will 
meet these goals. In no other way can 
maximum balanced production be 
achieved in mobilization. 

Programming is the central machin- 
ery designed by government to make 
decisions in a mobilization (partial or 
full) to meet such problems as these. 
It is the mechanism through which 
feasible concrete production goals are 
developed. It is the mechanism for al- 
locating scarce productive resources to 
achieve these goals. 
therefore, encompasses 


Programming, 
the decision- 
making ‘process for resource allocation 
in mobilization from the topmost level 
of decision (e.g., determining feasibility 
of military plans or the levels of civil- 
ian-goods output) to detailed decisions 
about where a specific unit of a scarce 
material shall go and when. It also in- 
cludes the administrative mechanism 
for getting facts to make these deci- 
sions and the procedures for executing 
the decisions. 

By its very nature the programming 
operation, or probably more accurately 
the decisions made in it, sets a basic 
framework for mobilization action in 
fields other than production. The 
Council of Economic Advisers in the 
early stages of the Koreart mobilization, 
for example, observed that “. . . all of 
the specific economic programs must 
rely for guidance upon this central 
(Programming) operation.”? Specifi- 


* Council of Economic Advisers, Econom- 
ics of National Defense, Washington, D. C., 
1950, p. 9. 


cally noted were tax programs as well 
as wage and price policies. In govern-. 
ment, today, the programming opera- 
tion is considered as a base for pre- 
paredness work in such areas as fiscal 
policy, consumer durable goods ration- 
ing, agricultural production, manpower 
utilization and distribution, prices, and 
wage controls. 

A past “programmer,” 


> 


in turning to 
some of the methodology of program- 
ming, cannot help being reminded of 
a verse written by the late Don Mar; 
quis. It goes something like this: 
“My little children, may I trouble you 
To fix your active minds on W? 
The water-beetle here shall teach 
A sermon quite beyond my reach: 
With ease, celerity and grace 
He glides upon the water’s face 
But if he ever stopped to think 
Of how he did it — he would sink.” 


Essential Methodology of the 
Programming Operation 


Programming centers around the 
creation of a balance sheet of the de- 
mands for, and supplies of, those 
scarce resources which are universally 
used and which therefore constitute 
common limiting factors on national 
production. 

On one side of the balance sheet are 
production and construction program 
requirements. These cover all uses of 
the scarce resources. The data are ex- 
pressed in terms of needs for specific 
quantities of scarce resources under al- 
location. On the other side of the bal- 
ance sheet, in the same quantitative 
terms, are the supplies of those re- 
sources. 


Effective allocation obviously must 
concentrate on the most strategic re- 
sources generally limiting production. 
: In the past two mobilizations these 
_ were metals — particularly steel, cop- 
_ per, and aluminum in fabricated shapes 
_and forms. Important resources in 
E comparatively easy supply, such as 
| Manpower in the early stages of World 
War II and lumber in the Korean mo- 
 bilization were, at those times, indi- 
_ rectly controlled on the basis of action 
_ taken in the allocations of the three 
controlled metals. Manpower was di- 
rected basically by closing down less 
_ essential production lines. Lumber use 
. was controlled through priorities 
granted to producers with authorized 
production schedules. Other resources 
which reflected a substantial demand- 
supply imbalance but which were 
highly concentrated in usage, such as 
tin, nickel, and lead, were allocated 
through a smaller programming opera- 
tion. The allocations of these materials, 
however, were tied into production 
schedules set by the main over-all pro- 
- gramming operation which concerned 
the more widely used controlled mate- 
rials — steel, copper, and aluminum. 
We should touch upon a few of the 
problems and methods which lie be- 
hind the completion of the demand- 
supply balance sheet for scarce materi- 
als. At the central point of decision, 
the balance sheet on the requirements 
side shows, for every agency of govern- 
ment and for every major program, 
tonnage requirements for the controlled 
materials in specific periods of time 
_and for specific shapes and forms of 
these metals. Behind this lies a moun- 
tain of detail concerning hundreds of 
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sub-programs 

programs. 
Accumulating this shopping list is 

complicated. It necessitates, for exam- 


composing the major 


ple, the determination of program 
needs in specific terms, such as a given 
number of tanks, planes, and ships of 
specific types required in specific time 
periods. Before such numerical require- 
ments can be ascertained, many im- 
portant decisions and technical prob- 
lems must, of course, be resolved. In a 
partial mobilization, for example, a 
basic policy decision must be made 
concerning the size of the mobilization. 
In the military area basic policy prob- 
lems arise, for example, in balancing 
weapons requirements against reason- 
able expectations of production and 
shifting military strategy. In all areas 
of economic activity calculation can 
proceed only after policy objectives 
have been hammered out. Once the 
decisions have been made, immense 
technical problems must be solved in 
translating plans into quantitative de- 
mands for scarce materials. 

Against these hopes or requirements 
there must be placed the resources 
available to meet them. Following our 
illustration, this means calculation of 
specific tonnages of steel, copper, and 
aluminum shapes and forms which are 
expected to be available in the time 
period for which production allocations 
are to be made. These calculations, 
too, are rather complex. 

Calculation of steel ingot supply 
must be made before calculation of 
shapes and forms. Ingot supply rests 
upon determination of such factors as 
supplies of iron and steel scrap, sup- 
plies of alloying metals available for 


\ 


| 

| 
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steel-making, blast furnace capacity, 
and construction schedules for new 
steel-making furnaces. Once these esti- 
mates are made, problems exist in cal- 
culating finished steel shape and form 
tonnage which will be available to 
meet requirements. In the balancing 
operation the tonnage figures are in 
terms of finished shapes and forms, not 
ingots. The tonnage yield of finished 
shapes and forms from ingot input 
varies, over time, among shapes and 
the use made of different or the same 
facilities. The same facilities, for ex- 
ample, are used for producing struc- 
tural steel, steel rails, heavy bars, and 
shell billets. The estimated-mix of these 
shapes obviously will determine the 
forecast’ of availability. Somewhat dif- 
ferent, yet equally complex, problems 
arise in calculating copper and alumi- 
num supplies. 

With the accumulation of these data 
the process of balancing essential de- 
mands against limited supplies to se- 
cure optimum use of resources can 
begin. In the balancing operation, ac- 
count must be taken of every possible 
relevant consideration which has a 
bearing upon the use and distribution 
of resources to meet the objectives of 
the mobilized economy. The data ac- 
cumulated in industry and government 
on both the requirement and supply 
sides of the balance sheet are subject to 
as intensive evaluation as it is possible 
to achieve within the time limitations 
and staff resources of the programming 
operation. 

Efforts are made, of course, to en- 
sure that the statistics are as accurate 
as possible. A more difficult task is that 
of balancing one requirement against 


another to be sure of internal consist-: 
ency and balance among programs. | 
Decisions to reduce output for one’ 
program so as to make limited re-) 
sources available for another program. 
are dependent upon many gonsidera- 
tions, both quantitative and qualitative. 
For example, providing too much ma= 
terial for end products and too little 
for producers of the components enter- 
ing the end products makes for idle 
resources and lost production. These 
cannot be developed 
solely on the basis of input-output 
arithmetic. 
bottlenecks in the production chain, in- 


relationships 
Involved are facts about 
ventories of finished as well as raw ma- 


terials, knowledge of mixtures of types 
of components in a given program clas- 


sification, and production capabilities 


of manufacturers. 

At the same time, of course, judg- 
ments must be made concerning rela- 
tive essentialities of different program 
needs. Here is the problem of when, 
why, and in what quantity a less es- 
sential need of one program, including 
a military program, must be deferred 
to meet a more essential need of 
another program, including a civilian 
program. 

These judgments and conclusions are 
reached through an intricate series of 
formal and informal spheres of decision- 
making. Staff work in a continuous 
process of evaluation must, of course, 
bear major responsibility for developing 
preliminary program balance. But ma- 
jor policy issues cannot be resolved by 
staff experts alone. In both World War 
II and the Korean mobilization a series 
of interagency committees established 
the basic policy framework within 


which programming was pursued, and 
? Teviewed the preliminary allocation de- 
"cisions worked out by staff. At the apex 
| of this pyramid in both mobilizations 
} stood the Requirements Committee 
} composed of top government admin- 
} istrators. Here the final decisions were 
} made. But in both efforts, depending 
upon the issue, even higher authorities 
were consulted and decisions made be- 
| fore as well as after the formal pro- 
-gram decisions of the Requirements 
Committee were announced. 

The final decisions growing out of 
this process are called program deter- 
| minations. They are allocations of spe- 
cific quantities of resources to meet 
specific production and construction 
goals, in precise time periods. 

: The programming operation also 
embraces the machinery for executing 
these program determinations, or re- 
source allocation decisions. An army 
of people and regulations, in and out 
of government, performs this task. The 
regulations include elaborate account- 
ing systems covering all uses of the al- 
located resources. Hundreds of detailed 
inventory, priority, scheduling, and ma- 
terial distribution orders directly or in- 
directly tie into the flow of program 
decisions from the central Require- 
ments Committee to the last user of 
“scarce resources in industry. 

At the center of the program-execut- 
ing machinery in the past two mobiliz- 
ations stood the Controlled Materials 
Plan. This Plan was a major instru- 
ment for accumulating controlled ma- 
terial requirements and for executing 
allocations decisions for these materials. 
An outstanding feature of the Plan was 
its arrangement for the orderly upward 
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flow of material requirements, through 
the industrial chain to the top policy 
resource allocation point, and a corres- 
ponding downward flow of specific re- 
source-use authorizations. 

Programming as described here is a 
most flexible operation. It can tighten 
or loosen the severity and precision of 
resource distribution. It can function in 
selected areas other than steel, copper, 
and aluminum, if need be. It can 
serve, and has served, as a convenient 
and necessary base for decisions in the 
areas of prices, wages, fiscal policy, 
manpower distribution, facility and 
equipment usage. So flexible is pro- 
gramming that future mobilizations, if 
there are any, will undoubtedly be car- 
ried out on the basis of a tailoring of 
the fundamental elements of the proc- 
esses here discussed. The degree of 
modification will, of course, depend 
upon the nature of the mobilization. 

Let us turn now to a few current 
resource allocation preparedness pro- 
grams and then to a discussion of pos- 
sibilities for the future. 


Current Resource Ailocation 
Preparedness Programs 


The Director of the Office of De- 
fense Mobilization recently observed in 
a Report to the President that 


The defense mobilization job in the 
months ahead calls for (1) accelerating 
and broadening of the programs to assure 
the continuity of industry and govern- 
ment in the event of attack; (2) determin- 
ing the gaps in our mobilization base and 
taking all the necessary actions to main- 
tain the base; (3) placing greater empha- 
sis on the acquisition of a limited number 
of materials which are still far short of 
stockpile goals; (4) completing a set of 
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flexible mobilization plans which will en- 
able us to deal with whatever emergency 
may confront us; and (5) insuring that 
each agency of the Executive Branch un- 
derstands the magnitude of the threat and 
makes its full and proper contribution to 
preparedness.° ; 

All these programs directly or indi- 
rectly, mostly directly, relate to pro- 
gramming preparedness. 

This complex array of measures can- 
not be discussed here. There are a 
few key programs, however, which 
need more than passing comment. 

One major current program seeks to 
establish demand-supply balance sheets 
for hypothetical mobilization condi- 
tions. This is the Mobilization’ Readi- 
ness Program, or the feasibility test. It 
is hard to be brief about this program 
because of its central importance as a 
resource-use planning device. 

This program seeks answers to sev- 
eral basic questions. They are, for 
example: What is the aggregate pro- 
duction potential of the nation under 
complete mobilization conditions? 
Within this maximum, what is our 
capacity to produce military equip- 
ment? What are the minimum needs 
for civilian production, for war-sup- 
porting industries, and for exports? 
What is the volume of specific limiting 
resources — steel, copper, aluminum, 
alloying metals, manpower skills, 
power, fuel, transportation, and so on 
— needed to match these levels? What 
and where are the specific resource 
deficiencies that can be erased to pro- 
vide greater aggregate as well as spe- 
cific production potential? 


* Defense Mobilization: Report to the 
President by the Director of the Office of 
Defense Mobilization, 1953, p. 3. 


.The basis for this is a comprehensive 


Trying to answer such questions is} 
an old game. It is old because the: 
questions are fundamental in mobiliza-. 
tion preparedness. This nation has; 
never satisfactorily answered such. 
questions before, except in actual mobil- - 
ization. The present program has al- 
ready provided preliminary answers for’ 
the first time outside of actual mobili- 


zation. 

This program follows the patterns 
and lessons of past actual program- 
ming operations. It also contains a few 
innovations. The program starts with 
resources rather than requirements. As 
a first step, a tentative rough calcu- 
lation is made (in dollars) of the na- 
tion’s aggregate maximum ability to. 
turn out goods and services of all kinds. 


calculation of projected gross national 
product under assumed full mobiliza- 
tion conditions. The major overriding 
limitation on production in this calcu- 
lation is considered to be the size, hours 
of work, and productivity of the civilian 
labor force. 

A rough tentative division is then | 
made of total capabilities among major | 
categories of direct military, defense- 
supporting, essential civilian, and mini-_ 
mum export programs. Each govern- | 
ment agency responsible for these broad 
areas then develops detailed optimum 
production or construction programs 
within the assigned dollar ceilings. 
Efforts are made, of course, to ensure | 
balance among programs in each 
agency and among agencies. In the 
Department of Defense, for example, 
a major problem arises in working out 
appropriate weapons mixes within the 
assigned ceilings. As between the De- 


‘partment of Defense and agencies deal- 
ing with component programs difficult 


‘problems arise in relating component 
a 


‘| needs to military end-item program 


_ Once detailed program levels are 
calculated in dollars, or units, or both, 
' a translation is made into scarce metal 
| resources — steel, copper, and alum- 
-inum. These data are then centrally 
'reviewed and evaluated in a manner 


|} gency and in somewhat less detail. In 
the meantime, supplies of the three 
{ basic metals for the period of the 
| hypothetical mobilization are calcu- 
| lated. The two sets of data are then 
put together. 

Translation of program levels into 
the three controlled materials provides 
one quick test of over-all program 
| feasibility. With the sort of details ac- 
cumulated it is possible to detect 
serious specific metal shape demand- 
supply imbalances even with a calcu- 
lated aggregate manpower feasibility. 
Any serious choke-points which cannot 
be corrected, however, obviously will 
| have an adverse impact on the calcu- 
ation of over-all feasibility. 

Once a reasonable approximation of 
feasibility for metals is determined the 
program encompasses a review of 
needs for other specific resources. This 
_ review can proceed with some realism 
only on the sort of concrete framework 

which grows out of the work up to this 

point. Other resources kept in mind 

are manpower skills, ferro-alloys, and 
specific types of productive plant or 
pieces of equipment. 

This sort of information can have 
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an important bearing on current as 
well as on long-range mobilization pre- 
paredness decisions. Plans of the De- 
partment of Defense can be related 
directly to estimates of the ability of 
the economy to produce. Stockpile 
goals can be established with more 
certainty. Tax amortization and facility 
expansion goals can be based on firmer 
ground. Specific and strategic types of 
resource deficiencies in an important 
production chain can be more readily 
detected. Finally, the data of a pro- 
gram such as this, like the program- 
ming operation in mobilization, serve 
as a base for important preparedness 
measures in other economic areas. 

In the manpower field, for example, 
how is it possible to know skill defi- 
ciencies without some comparatively 
precise knowledge of production levels 
in industries where the skills are re- 
quired? If production levels used for 
this work are far above or far below 
the ability of the economy to meet 
them, any planning for increasing spe- 
cific skill capabilities or for resolving 
the problem in other ways may be 
little more than playing games. 

The planning effectiveness of a feasi- 
bility test here outlined depends, of 
course, upon periodic and continuous 
recalculation. The technical organiza- 
and methodological problems 
economic productive 


tional 
are so. great, 
capacity and military requirements so 
dynamic, and mobilization policy and 
decisions so fluid that a process of con- 
tinuous re-evaluation and closer ap- 
proximation to reality is imperative. 
The initial must be 
made on the assumption of no serious 


calculations 


enemy bomb damage. But as estimates 


re 


of potential damage improve, the ef- 
fect on productive capabilities can be 
lessened with the measures of this pro- 
gram. This in itself will help to provide 
a bridge from the methods of past 
programming to those needed to resolve 
problems arising in resources allocation 
under potential bombing conditions. 

A second major resource allocation 
preparedness program concerns the 
modification of various technical pro- 
gramming procedures to fit new poten- 
tial problems. Of central significance 
is revision of the Controlled Materials 
Plan. There are two essential problems 
in CMP revision. 

The first is to assure -that.any ad- 
justments in this Plan dovetail into the 
system of resource allocation now in 


use. At the present time steel, copper, . 


and aluminum are allocated by the 
Defense Materials System. This is a 
very simple allocation plan which suc- 
ceeded CMP in 1952. It provides mill 
set-asides only for direct military, stock- 
pile, and atomic energy program re- 
Other demands of the 
economy are met through the free 


quirements. 


market mechanism. This system ob- 
viously should be flexible enough to 
permit an orderly expansion of military 
procurement in the event of a stepped- 
up or partial mobilization. It must 
provide a smooth bridge from any type 
of minimum allocation program to a 
full and comprehensive resource allo- 
cation program of the CMP type. Any 
revision of CMP must, of course, per- 
mit a ready transition from partial to 
complete resource allocation. 

At the same time a new model CMP 
must avoid allocation delays incurred 
in the past. In the past we were un- 
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| 
able to assure effective programminy| 


decisions in a time period much les} 
than nine to twelve months followin} 
the decision to introduce comprehensiv; | 
programming. If one considers dela 
in making the initial decision to intro: 
duce over-all resource allocation tha} 
time span was far greater. In a futur 
mobilization such delays could be dis} 
astrous. 1 | 

Revisions of CMP and _associatec( 
activities can resolve this problem ir 


several ways. Of outstanding impor} 
tance is our ability to accumulate re} 
data promptly on the 
impact of an emergency, to make quick} 


quirements 


resource allocation decisions from them: 
and to develop a faster and more flex, 
ible technique for moving program 
determinations through the industria 
chain. Present planning seeks the con-+ 
tinuous development of data whic 
will permit agencies of government ta 
accumulate quickly initial facts about 
their program needs without having to| 
go directly to industry and without 
having to build up the elaborate ma- 
chinery necessary to make the caleula- 
tions from scratch. One major problem: 
in the past in accumulating require- 
ments and _ transmitting allotment 
authority lay in the component area. 
The process was long — too long. This 
major stumbling block may be avoided: 
in the future by granting automatic 
purchase authority for scarce allocated 
resources to these producers to meet 
their authorized production orders. 
These authorized orders, of course, will 
come from producers of end items who 
themselves have received official au- 
thorized production schedules. Both 
these techniques involve considerable 
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i) adjustments to the old methods of 


CMP but will save much time and 
trouble in getting resource allocation 
under way.‘ 

This sort of planning must be ac- 
companied by stand-by regulations re- 
lating to distribution of selected mate- 
rials likely to be in very short supply, 
such as nickel, machine tools, and 
heat-treating furnaces. A battery of 
other associated regulations concerning 
| inventories, priority authority, and pro- 

cedural methodology needs also to be 
prepared in advance to permit the 
fullest speed in allocating resources 
efficiently. 

There are many measures being 
taken by the Office of Defense Mobili- 
zation and other agencies of govern- 
ment under the direction of ODM 
which fit into a system of programming 
preparedness. These measures run the 
gamut from readiness of key personnel 
to stockpiling strategic materials. 


Effective Resource Allocation Under 
Different Hypothetical Mobilization 
Conditions 


In the event of a near-term stepped- 
up or partial mobilization the basic 
resource allocation job in the writer’s 
judgment will be accomplished through 
a programming operation similar to 
that evolved in World War II and the 
Korean mobilization. The defects of 
those old systems must, of course, be 
removed and the new ones must be 
adaptable to new problems. Programs 
currently under way offer the likeli- 


*On April 1, 1954, DMS Regulation 1 
was amended to incorporate more flexibility 
into the allotment process. Note especially 
Section 13 (b). 


hood of a much more rapid and effi- 
cient control of production and resource 
distribution when an emergency occurs. 
In addition, programs to ferret out and 
correct important chinks in our indus- 
trial armor will permit a much higher 
maximum potential for critical defense 
output. 

With the development of more devas- 
tating bombs and improving delivery 
methods, the potential of severe dam- 
age to our mobilization base becomes 
an ever-greater problem in _ resource 
allocation. In dealing with the prob- 
lem of resource allocation under such 
circumstances we must develop new 
methods and assure that older tools 
are operable in new circumstances. My 
own view is that techniques and or- 
ganizational devices to cope with the 
problem will be found largely in re- 
adaptation of past and present pro- 
gramming methods. 

Programming basically is an organi- 
zational job for making informed 
decisions about resource allocation. As 
such, the essentials of that process are 
the same under any circumstances — 
stepped up, partial, or full mobilization 
with or without bomb damage. 

Our problem is to keep our methods 
adaptable, our tools sharp, and our 
techniques ready to cope with any one 
of these circumstances. It seems to me 
there is no question about the ability 
of present programs to advance our 
programming readiness position far 
beyond that of any previous pre-mobili- 
zation period. But there still must be a 
continuous revision of the specific pro- 
cedures and processes, and the coordi- 
nation of programs in areas other than 
the programming operation, to bridge 
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the gap from old to new potential re- 
source allocation problems. This means 
judicious procedural improvements and 
not the junking of past methods and 
the building of a complete methodology 
new in every respect. By various types 
of programming dry runs; by imagina- 
tive thinking which plows new ground 
in dealing with the new problems; and 
by a surer integration of other essential 
programs, such as community defense, 


with productive resource allocation | 
plans, we must secure the adaptability — 
of our mobilization plans to atomic — 
warfare. | 
This is an exacting task. It is not 
one that can be solved overnight. It 
is one to which we must devote supe- 
rior talents, always hoping the plans _ 
need not be put to the acid test but 
will always be ready should the occa- 
sion arise to do so. 


| WHEN President Eisenhower presented 


_ his Health Message to Congress on 
| January 18, he initiated what may be 
_ the third phase in the effort to obtain 


| 3 health insurance for all of the Ameri- 


can people. This struggle, which is 


| almost half a century old, has waxed 


and waned according to the interest 
shown in it. Meanwhile, the scene of 
battle has been subject to significant 
changes. 

in the decade that followed 1910, 
_the emphasis of those who sought 
health insurance through legislation 
centered on the state legislatures and 
the hope was to gain this insurance on 
a state-by-state basis. This attempt was 
not successful and in the twenties there 
was no further attempt to obtain such 
legislation. The second phase covered 
parts of the thirties and forties and in 
this period compulsory legislation was 
sought at the Federal level. The Eisen- 
hower message initiated the third 
phase. Federal legislation is still sought 
but compulsion is absent and the de- 
sire is to establish a Federal reinsurance 
corporation. This new Federal body 
would insure both cooperative and 
other privately owned insurance com- 
panies against the losses arising from 
the additional claims they would have 
to pay for coverage in excess of that 
which they now offer. The crucial fact 
is that private sources of insurance 
would be utilized in attempting to in- 
crease the number of people who have 
insurance protection against the costs 
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of medical care and_ hospitalization. 
The other aspect of this proposal which 
warrants emphasis is the fact that no 
one would be required to obtain health 
insurance coverage. 

If we could find some area of expe- 
rience within this country which is 
based upon a similar proposal we 
would be better able to evaluate the 
President’s Health Message. Fortunately 
for intelligent decision-making, such 
experience does exist, though it is not 
in a form so closely comparable with 
the Eisenhower suggestion that it can 
be used without bearing several quali- 
fications in mind. 


Disability Insurance Background 


From the beginning of the health 
insurance movement in this country to 
the middle of the 1940’s, suggested 
health insurance legislation generally 
included not only compensation for 
medical costs but alsv compensation 
for the losses of income resulting from 
nonoccupational disability. Usually, 
this latter form of compensation was 
limited to a maximum duration of a 
specified number of weeks and because 
of this the name of temporary disability 
insurance benefits was applied to this 
form of insurance compensation. (It 
should be emphasized that temporary 
disability insurance benefits may be 
paid for permanent disabilities. ““Tem- 
porary” signifies only that the com- 
pensation is limited, not the duration 
of disability.) Thus, for many years, 
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health insurance was thought of as a 
program which included temporary dis- 
ability insurance; a similar concept 
exists in most foreign countries. How- 
ever, we have departed from both 
foreign experience and our earlier 
conceptions. For selected groups of 
workers in this country compulsory in- 
surance is now provided which com- 
pensates for part of the income lost 
because of absence from work resulting 
from nonoccupational disability or ill- 
ness but not for the costs of medical 
care. To the extent that we have this 
insurance, we already have part of 
what has traditionally been called 
health insurance. ‘ . 

Of the five temporary disability in- 
surance laws in operation, none is ex- 
actly comparable with the Eisenhower 
suggestion of the way to insure against 
the costs of medical care. Under the 
Eisenhower plan, it would be impossible 
for an individual, even if he wished, to 
obtain health insurance from the state. 
Under all five temporary disability in- 
surance laws, state insurance may or 
must be obtained. Specifically, in Rhode 
Island compulsory temporary disability 
insurance is written only by the state. 
In California and New Jersey, if no ac- 
tion is taken by the employer the cov- 
erage is provided by the state but it is 
possible to substitute a policy written by 
a private insurance company for cover- 
age by the state fund. Thus, in these 
two states, the state funds and the in- 
surance companies are in competition. 


The same is true in New York, but 


* The situation is somewhat similar in the 
railroad industry. Here compulsory tempo- 
rary disability insurance is written by the 
Federal government. 


here the competition is somewhat dif- 
ferent because, unlike the California 
and New Jersey laws, the New York 
law does not provide for automatic cov- | 
erage by a state fund which can be 
ended only when approved private cov- 
erage is obtained. Rather, in New York, 
there is no automatic coverage by a 
state fund and the employer has the 


choice of insuring either with the — 
state’s competitive fund or with a pri- 


vate company. 
The information we can gather from, 


these state laws can be highly valuable 
in an attempt to evaluate the Presi- — 


dent’s suggestion. It is true that tempo- 
rary disability insurance and health in- 


surance, though closely related, are not | 
the same thing; and it is also true that | 


the disability laws are compulsory and 
compulsion is absent from the Presi- 
dent’s suggestion. However, if we bear 
in mind the dissimilarities present, some 
of the information gleaned from the 
state programs can be used to evaluate 
the reinsurance proposal, particularly 
the aspect of it which is aimed at fos- 
tering private insurance of the expenses 
of medical care. 


Disability Insurance Experience 


The advocates of each type of tem- 
porary disability insurance law have 
arguments against alternatives which 
can be tested against the actual expe- 
rience with the type of law they oppose. 
For example, those who oppose the 
writing of this insurance by private in- 
surance companies are inclined to argue 
that only if the insurance is written by 
the state can there be continuity of 
coverage when the individual changes 
jobs. An expansion of privately insured 
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_ medical cost insurance would probably 
take the form of an increase in the 
_ number covered by group accident and 
health policies and if, as seems likely, 
these groups were made up of workers 
having a common employer, then the 
_ problems of continuity of coverage 
which arise under privately insured 
temporary disability insurance would 
arise under privately insured medical 
care insurance as well. However, this 
problem of continuity of coverage is 
met under the New York, New Jersey, 
and California temporary disability in- 
surance laws in two ways. In California 
and New Jersey, as soon as a worker 
leaves an employer who is covered by 
a private plan the worker is automati- 
cally covered again by the state fund. 
In New York, a covered worker who 
takes a job with another covered em- 
ployer does not lose his right to benefits 
because he carries his eligibility with 
him and does not have to serve an addi- 
tional waiting period before becoming 
eligible under his new employer’s plan. 
Applying these solutions to the Eisen- 
hower recommendations, we can see 
that the California~-New Jersey solution 
cannot be used since the President does 
not recommend that any state fund, 
which could fill the gap, be established. 
On the other hand, the New York plan 
would solve the problem but only if the 
worker shifts from one covered em- 
ployer to another. If he should obtain 
a position with an employer who is not 
covered, or if a period of unemployment 
should intervene between jobs, then the 
absence of any form of state insurance 
fund would mean the loss of the right 
to benefits. Seemingly, this would not 
be the way to guarantee coverage to 


those who have fewer financial re- 
sources, namely the unemployed, nor 
would it seem to further the goal the 
President apparently seeks, obtaining 
the widest possible medical cost insur- 
ance coverage. 

One of the fears expressed by those 
who look with disfavor upon allowing 
private companies to write temporary 
disability insurance is the fear that pri- 
vate insurance companies will be active 
in their opposition to any expansion of 
the benefits of the compulsory laws. It 
seems that similar fears could be ex- 
pressed in opposition to the Eisenhower 
proposal. The passage of his program 
would give such status to the private 
insurers that they would be in a stronger 
position to oppose later attempts to in- 
crease the minimum level of benefits 
by legislation. The situation with the 
temporary disability insurance laws is 
somewhat different from the President’s 
proposal. Under these laws, specifica- 
tions for minimum benefits already 
exist, but an examination of the tem- 
porary disability insurance experience 
will show whether any similar fears 
about opposition to later increases in 
minimum health insurance standards 
would be warranted. 

The California law is unique in that 
it requires that private plans which are 
substituted for state fund coverage be at 
least as liberal as the state fund pro- 
visions in every respect and, in any one 
of their provisions, the private plans 
must exceed what the state plan offers. 
Generally, private plans do not offer 
benefits which are substantially more 
liberal than those offered under state 
coverage but to the extent that more 
generous coverage is offered, the private 
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companies are at a competitive disad- 
vantage. This disadvantage is com- 
pounded because year-by-year the state 
fund benefits have been amended to in- 
clude the additional benefits the pri- 
vate companies generally offer. This 
has had the obvious result of forcing 
the insurance companies into a position 
of active opposition to any liberalization 
of the state plan. This comes about be- 
cause as the state plan is broadened 
there are fewer areas in which a private 
plan can afford to be more generous 
than the state plan. Consequently, Cal- 
ifornia appears to bear out the fear 
that encouraging private coverage en- 
hances the opposition to expansion of 
benefits. However, a look at the history 
of the California law shows that it has 
been liberalized much more frequently 
and much more rapidly than the state 
plan in Rhode Island, where no private 
companies are in the field. This seeming 
contradiction can be explained by the 
fact that the Rhode Island plan has 
labored under severe financial strin- 
gency and therefore the funds have not 
been available with which to increase 
payments. Thus when concerned about 
the possibilities for future liberalization 
of the program, it seems more relevant 
to consider the availability of a surplus 
over benefit payments than the partici- 
pation of private insurance companies. 

Those advocating private coverage in 
the temporary disability insurance field 
have an argument which could also 
easily be construed to support the Pres- 
ident’s program. Their argument is that 
allowing private insurance companies to 
write the insurance acts as a braking 
influence upon legislatures which, they 
believe, would raise benefit levels with- 


out considering the necessity for in-— 
creased premiums unless the insurance | 
industry was in a position to point this 
out to them. However, the history of the © 
temporary disability insurance laws — 
shows that the opposite of this expec- 
tation has proven true. The laws which 
have been liberalized least often and 
slowest are those which do not permit 
private companies to write the compul- 
sory coverage. 

The reason for the tardy amendment 
of the Rhode Island law has been the , 
financial stringency mentioned previ-' 
ously. This condition has given propo- 
nents of private coverage the opportun- 
ity to assert that the financial problems 
of the Rhode Island program are proof 
of the lack of wisdom which is involved 
in state insurance of any type. Included 
in this condemnation of state insurance 
is implicit support for suggestions, such 
as the one the President made, which 
seek to foster private coverage. There 
can be no doubt that the Rhode Island 
program has been in financial difficul- 
ties for most of the years since its in- 
auguration in 1942 and that the other 
state programs, all of which are younger 
and none of which forbid private cov- 
erage, have suffered from no similar 
difficulties. On its face, this seems to 
prove the contention of the proponents 
of private coverage. However, a look 
at the laws involved will show that 
Rhode Island pays two types of bene- 
fits which the other states do not. 
Rhode Island compensates for time lost 
from work because of pregnancy and 
also, within certain limits, allows a 
worker with an occupational disability, 
for which he is receiving workmen’s 
compensation, to receive temporary dis- 
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_ occupational disabilities. 
types of benefits have accounted for 
- about one-third of the benefits paid by 
| the Rhode Island state fund. It seems 


ability insurance benefits as well. This 
latter provision clearly contradicts the 
purpose of temporary disability insur- 
ance, which is to compensate for non- 
These two 


only fair to point out that if the Rhode 
Island law were similar to those of 
other states, the state fund would not 
have experienced such difficulties and 
might possibly have been able to in- 
crease its benefits as the other states 
have. 


The fact that the Rhode Island pro- 


_ visions allowing pregnancy benefits and 
- parallel payments with workmen’s com- 


pensation are still in the law provides 
another argument which proponents of 
private coverage use in attacking state 
insurance of the Rhode Island tempo- 
rary disability insurance type but which 
could be used equally well to support 
the Federal reinsurance suggestion. 
From almost the first year of the oper- 


ation of the Rhode Island plan, the 


administrators have recommended to 
the legislature that these two types of 


benefits be eliminated. Over the years, 


increasing limitations have been placed 
on the right to receive these payments 
but they are both still allowed by the 
law, even though all students of the 
Rhode Island program have recom- 
mended that they be eliminated. There 
can be no doubt that this does not 
augur well for legislative control of 
compulsory insurance provisions be- 
cause it seems to indicate that it 1s 
next to impossible to eliminate an un- 
wise provision once it is incorporated 
into law. On the other hand, propo- 


“THE PRESIDENT’S HEALTH MESSAGE 


1 


nents of state insurance are quick to 
respond by pointing out that in other 
areas of social insurance legislatures 
have been ready to amend their laws, 
and they also emphasize that at least in 
regard to pregnancy benefits, the legis- 
lature in Rhode Island is subject to 
political pressure which would not exist 
to a comparable degree in other states. 
They base this upon the fact that 
women make up a larger proportion of 
the labor force in Rhode Island than in 
any other state. 

Whenever the suggestion is made that 
compulsory insurance be written by pri- 
vate companies, the fear is always ex- 
pressed that people who are more in- 
clined by age, occupation, or other 
distinction to draw benefits will have 
difficulty finding a private company 
which will insure them. The President’s 
reinsurance suggestion does not incor- 
porate the idea of compulsory insur- 
ance. At first glance, therefore, this 
problem might not seem relevant. How- 
ever, the President’s goal is the greatest 
possible private medical care coverage 
and therefore it is pertinent to ask 
whether people who are worse-than- 
average risks could obtain coverage if 
they desired it. In legislative form, the 
President’s suggestion was introduced by 
Chairman Wolverton of the House 
Commerce Committee and it provides 
that the government reinsurance cor- 
poration would pay two-thirds of the 
cost of each claim in excess of $1,000 
which any individual files with a pri- 
vate plan in any one year. This seems 
to increase the possibility that a worse- 
than-average risk could secure private 
coverage because the insurance com- 
pany would not have to pay all of a 
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large claim itself. However, it must not 
be forgotten that an insurance company 
could increase its profits if it could 
manage to insure no one who was a 
worse-than-average risk. Consequently, 
the question arises whether the com- 
panies would be willing to write in- 
surance on groups or individuals who 
seem to present a greater claims po- 
tential. The experience of those states 
which permit both private and state 
coverage under their temporary disabil- 
ity insurance laws indicates the answer 
to this. 

On this point the California experi- 
ence affords the best evidence and there 
is little doubt that the insurance com- 
panies have left the worse-than-average 
risks for. the California state fund to 
cover. The incidence of disability is 
higher for women, for the aged, for 
those with lower incomes, for those 
who suffer intermittent unemployment, 
and for those who suffer from chronic 
disease. It can be shown that the pri- 
vate plans cover a smaller percentage 
of the people in these groups than they 
cover in groups which do not have a 
higher-than-average incidence of disa- 
bility. Therefore, some question can be 
raised about the ability of the proposed 
reinsurance plan to increase the avail- 
ability of medical care insurance to 
those groups who incur the greatest 
medical costs. 

California’s experience with tempo- 
rary disability insurance also casts doubt 
upon any suggestion that competition 
between state and private plans should 
be permitted under any future medical 
care insurance legislation. Beyond a 
doubt, if such legislation were passed, 
the claims rate against the state pro- 


gram would be higher than private 
companies would experience, and the 
result would be either financial difficul- 
ties for the state plan or the necessity 
of increasing state plan premiums. In 
either case, on the surface, adverse 
criticism of state insurance would ap- 
pear to be warranted even though, in- 
fact, the state plan would be insuring 
a group whose medical history would 
be worse on the average than the group 
under private coverage. 

Those who oppose both the Eisen~ 
hower reinsurance proposal and private 
coverage under compulsory temporary 
disability insurance laws are prone to 
argue that unwarranted profits are 
made by private companies if they are 
permitted to write either compulsory 
insurance or if they can reinsure, with 
a government corporation, part of the 
risk they bear. We have no experience 
with temporary disability insurance laws 
in the realm of reinsurance but we can 
inquire whether there is any basis for 
the suggestion that unwarranted profits 
are madé when private companies par- 
ticipate in a compulsory temporary dis- 
ability insurance program. Most often, 
those who assume such profits are made 
are inclined to base their opinions on 
the fact that insurance companies pay 
a smaller percentage of their premium 
income as benefits, or into reserves for 
benefits, than do state funds. They 
neglect to consider that a private in- 
surance company has certain expenses, 
such as agents’ commissions, taxes, and 
licenses, which a state fund need not 
pay. However, even when account is 
taken of these additional expenses, ben- 
efits and payments into benefit reserves 
by private companies are still a smaller 
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state plans. 
reached that unwarranted profits are 
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ee 


_ percentage of premiums than is true of 
Before the conclusion is 


being made, two factors must be con- 


sidered. First, the profit rate all insur- 
_ ance companies taken together earn 
from their compulsory temporary disa- 
_ bility insurance policies does not appear 


to be greater than, or even as great as, 
the profit rate the industry earns on 


non-compulsory disability insurance. 


- Secondly, state funds have the advan- 


tage of using the same personnel and 
records which are employed in the 
administration of unemployment com- 
pensation. Economy results for the tem- 
porary disability insurance program be- 
cause, for example, the unemployment 
compensation program pays for the es- 
tablishment of a worker’s wage and 
benefit record and the temporary dis- 
ability insurance program need pay only 
for the expense of computing and en- 
tering temporary disability insurance 
benefits. On balance, it appears that 
the greater economy of state plan op- 
erations may be ascribed to the fact 
that various categories of expenses 
which state plan operations do not en- 
tail, including return on investment, 
must be met by private companies. 
The fact that, in temporary disability 
insurance, a greater percentage of each 
premium dollar is available for benefit 
payments when the coverage is written 
by the state may well have importance 
for the recent suggestion of encourag- 
ing the private insurance of medical 
care costs through a Federal reinsurance 
The companies which 
insurance would have to 


corporation. 
write this 

meet the types of expenses companies 
writing compulsory temporary disability 


insurance must meet, and would not be 
able to use existing social insurance 
records. Consequently, it seems war- 
ranted to suggest that it would be 
cheaper to administer medical care in- 
surance on an exclusively state-insured 
basis. The question of whether the ad- 
ditional expense private operation en- 
tails is warranted as a cost which is 
justifiable because it safeguards some 
other social values must be answered by 
each person for himself; but everyone 
who forms an opinion should bear in 
mind the probable greater cost of per- 
mitting private companies to write the 
coverage. 

Even if the decision is made to take 
advantage of existing social insurance 
records and organizations and thereby 
decrease the administrative costs of 
medical care insurance, we must not 
make the mistake, which is sometimes 
made under temporary disability insur- 
ance laws, of believing that the stand- 
ards established for the administration 
of an existing program are automati- 
cally applicable to a new one. Nor can 
we forget that the administrative pro- 
cedures and personnel required by one 
program are not necessarily required by 
another. In most cases, temporary dis- 
ability insurance is administered in this 
country by the same agency which has 
responsibility for unemployment com- 
pensation. Such an agency has no need 
for establishing procedures for checking 
the validity of disability claims, nor has 
it any occasion to establish criteria re- 
lating to the expected duration of spe- 
cific disabilities. It 
cannot hope to take advantage of ex- 
isting records and organizations by add- 
ing responsibility for a new program to 


is clear that we 
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an existing agency without being aware 
of the possibility of administrative dif- 
ficulties which can arise. We must also 
be on guard to prevent the inappro- 
priate application of standards for one 
social insurance program to another. 
Experience with temporary disability in- 
surance indicates that if both of these 
warnings are kept in mind it is possible 
to administer two social insurance pro- 
grams in the same agency and take 
advantage of the economies which re- 
sult. This fact should be borne in mind 
when considering the most feasible way 
to expand medical care insurance 
coverage. 

The last major argument which pro- 
ponents of private coverage under com- 
pulsory temporary disability insurance 
laws use, which can also be used to 
support the President’s recommenda- 
tion, is that it is unwise, as a social 
policy, for government to move into an 
area of service which private industry 
now fills. Questions can be raised, of 
course, about the adequacy with which 
private industry meets the public’s needs 
in the area of medical care insurance. 
In addition, it is also possible to ques- 
tion whether there is validity to the 
implication that the entrance of gov- 
ernment into the medical care insurance 
area will diminish the number of poli- 
cies of this type the insurance industry 
writes. When Congress first debated the 
Social Security Act, fear was expressed 
by insurance representatives that Fed- 
eral provision of old age annuities 
would result in a loss of business by 
private companies in the field. The 
same type of fear was expressed by 
insurance company representatives in 
opposition to the passage of temporary 


disability insurance laws. They feared 
that if the state provided insurance 
against income losses resulting from 
nonoccupational disabilities, the private 
companies would receive fewer premi- 
ums from voluntary group accident and 
health policies. In actual fact, in the 
first ten years of the Rhode Island law’s 
operation voluntary group accident and 
health premiums earned in the state in- 
creased more than 150 percent, but the 
Rhode Island law did have the effect 
of inhibiting the growth of this volun. 
tary coverage in the state. The increase 
in premiums earned throughout the na- 
tion as a whole has been greater than 
the increase which companies writing in 
Rhode Island have experienced. 


Conclusions 


It is fortunate that we have had ex- 
perience with various means of cover- 
ing a hazard which is closely related to 
the problems of providing medical care 
insurance. We can save ourselves from 
costly mistakes if we can pick out those 
aspects of our experience with other 
programs which can be sensibly applied | 
to the medical care problem. Our ex- 
perience with temporary disability in- 
surance is clearly not directly related to | 
the President’s suggestion but there are > 
aspects of it which can make wiser our | 
judgments in the area of medical care 
insurance. 

The history of temporary disability 
insurance coverage in this country seems 
to offer conclusive evidence that if we 
can coordinate the administration of 
two social insurance programs, while at 
the same time recognizing the difference 
which may exist between the two, we 
can achieve substantial economies and 


% 


_ centage of each dollar of premiums in 
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be in a position to pay a greater per- 


benefits. This fact points to the wisdom 


__ of considering the coordination of med- 


ical care insurance with one of the ex- 


_ isting social insurance programs. How- 


ever, the same temporary disability 
insurance experience indicates that it 
may prove extremely difficult to remove 


“unwise provisions from a compulsory 


medical care insurance law, and that if 
private insurance companies are per- 
mitted to compete with a state plan, 
they will actively oppose liberalization 
of benefits unless there is an increase in 
premiums. Experience with those tem- 


a porary disability insurance laws which 


permit private coverage seems to indi- 
cate that those people who have a 
greater-than-average medical care bill 
each year will have greater difficulty 
than the average person in finding a 
private company willing to cover them. 
To some extent, the Federal reinsurance 
corporation will make it easier for those 
in this unfortunate position to obtain 
insurance, because the Federal corpora- 
tion will bear part of the added risk. 
But as long as an insurance company 


can make a larger profit from a given 
rate structure as a result of excluding 
such people from those it insures, these 
people who need medical care insurance 
most will have the greatest difficulty 
obtaining it. There seems to be little 
reason for believing that Federal rein- 
surance will solve the problem. 

The President’s reinsurance sugges- 
tion leaves us with another problem 
unsolved. At the present time, no more 
than 40 percent of the population is 
covered by voluntary accident and 
health policies, and at least one reason 
why this figure is no higher is that such 
coverage is expensive. The President’s 
proposal would not reduce the cost of 
such coverage and consequently would 
not remove this barrier to achieving his 
goal of maximum medical care insur- 
ance coverage. 

In essence, reality leads us to ques- 
tion the President’s suggestion because 
it seems to be an expensive way to 
attempt to reach the goal of maximum 
medical care insurance coverage, and to 
be a way which is almost certain to 
have exhausted its potentialities long 
before that goal is reached. 
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FROM January, 1951, to February, 1953, 
the economy of the United States func- 
tioned under a government wage con- 
trol program designed to restrain the 
wage level, help prevent inflation, and 
facilitate production to meet the re- 
quirements of the civilian economy and 
the Korean War. The 
South Korea had taken place on June 
25, 1950. Stimulated by military re- 
quirements, both price and wage levels 
had risen inordinately. On September 
8 the Congress enacted the Defense 
Production Act, authorizing wage and 
price controls. Four months later the first 
wage controls were imposed abruptly 
with a complete “freeze” of the wage 
rates prevailing on January 25, 1951. 
Over the subsequent two-year period 
there occurred a continuing relaxation 
of the wage regulations. In this article 
some conclusions are offered as to 
(1) the movement of the wage level 
during this period, (2) the legislative 
basis for control, (3) the organization 
established for control, and (4) the tim- 
ing of wage controls. “ 


invasion of 


Background 


The principal instrument of wage 
control was the National Wage Stabili- 
(NWSB) 
composed of an equal number of rep- 
resentatives from labor, industry, and 
the public. This Board was delegated 
two broad types of authority: (1) the 
power to establish and enforce policies 


zation Board which was 


controlling wage increases which could 
be granted employees, and (2) the 
power to issue recommendations as to 
the terms of settlement of certain labor 
disputes which were referred to it by 
the disputing parties or by the Presi- 
dent. The NWSB’s function as a wage 
stabilization medium was of much 
greater importance than was its role as 
a dispute-settling agency —as is evi- 
denced by the fact that the Board 
handled more than 170,000 “stabiliza- 
tion” cases compared with only 40 “dis- 
pute”? cases. 


Major Wage Policies 

Most of the wage policies developed 
by the NWSB had been tested by its 
World War IT predecessor, the National 
War Labor Board. There were, how- 
ever, two new and different wage pol- 
icies developed in the Korean period 
—wage policies intended to suit the 
special nature of that mobilization. One 
was really the keystone of the entire 
control program — the so-called esca- 
lator or cost-of-living wage policy, 
whereby wage raises commensurate with 
increases in the cost of living were al- 
lowable in order to maintain the real 
value of an hour’s work. The second 
was important more because of its po- 
tential and indirect ramifications than 
because of its direct effects. This was 
the “productivity” wage policy wherein 
the Board allowed employers to raise 
the wages of their employees on the 
basis of the average annual improve- 


[22 ] 
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ment in labor productivity — about 2 


i _ percent. 


A third important wage policy was 
the Board’s “interplant inequity” regu- 
lation, which was a holdover from 
World War II. Under this policy, if an 
employer could show that his employees’ 
wages were out of line with the industry 
or area rates, a wage increase was al- 
lowable. A similar policy existed for 
intraplant inequities. Under these cir- 
cumstances, employees who were not 
eligible for cost-of-living or productiv- 
ity-based increases became eligible to 
receive such increases indirectly through 
the inequity policies. Thus the real sig- 
nificance of the cost-of-living and pro- 
ductivity policies became obscured. 
They were, in fact, much more import- 
ant than the statistics on case decisions 
would indicate. 


Crises in Wage Control 


In its active life of slightly over two 
years, the NWSB was thrice threatened 
with disintegration. Only a month after 
the wage freeze, the labor members 
withdrew from the Board, charging that 
wage earners were bearing an inequit- 
able burden, and objecting to the 
stringency of the wage controls. The 
Board was inoperative for a period of 
two months while Administration offi- 
cials negotiated for labor’s return to 
participation. Part of the price of that 
participation was a relaxation of wage 
controls. An agreement was reached 
and the labor group returned to the 
Board. 

The next crisis arose in connection 
with the Board’s dispute-settlement 
powers. The steel industry and the steel 
union had deadlocked in their attempts 


to bargain a new contract. The Presi- 
dent referred the dispute to the NWSB. 
When the Board issued its recommenda- 
tions, the steel companies refused to 
accept its findings. A strike ensued; and 
the President seized the mills and 
placed them under government control 
to prevent a disruption in the flow of 
steel to defense industries. The industry 
members of the Board had voted against 
the Board’s recommendations and now 
threatened to resign. They asserted that 
the wage controls had been interpreted 
too liberally and that the wage program 
had ceased to function as an inflation 
deterrent. The issue was finally settled 
substantially as the Board had recom- 
mended. The industry members re- 
mained on the Board, being unwilling 
to bear the onus of scuttling the wage 
program. The Board had, in a few 
short months, come from a position 
where its existence had been threatened 
because of undue stringency of its reg- 
ulations to a position where it was now 
threatened because of the excessive lib- 
erality of its policies. 

The final crisis arose in the fall of 
1952. The bituminous coal operators 
and the mine workers had reached an 
agreement which called for a wage in- 
crease amounting to $1.90 per day. The 
NWSB approved $1.50 of this, disal- 
lowing 40 cents. The mine workers 
walked off the job in protest. President 
Truman called John L. Lewis, presi- 
dent of the United Mine Workers, to 
the White House, promised that the 
miners would be treated “fairly,” and 
urged the miners to return to work. Mr. 
Lewis agreed, and the workers returned 
to the pits. In December, after the fall 
elections, the President himself ap- 
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proved the full $1.90 per day—in 
opposition to the views of the Wage 
Board and all of his top economic ad- 
visers. The feeling was widespread that 
the President had opened the door to a 
flood of wage demands based on equity 
and that, for practical purposes, the 
wage program was dead. The chairman 
of the NWSB, disappointed at Presi- 
dential wage policy making and at hav- 
ing the Board’s findings rejected, re- 
signed. The industry representatives on 
the Board followed, and many industry 
members of the Regional Wage Stabil- 
ization Boards resigned also. The Presi- 
dent tried unsuccessfully to replace the 
industry members. On February 6, 1953, 
a few days after Mr. Eisenhower was 
inaugurated, he ended price. and wage 
controls and abolished the NWSB. 


An Evaluation 


An evaluation of a wage control pro- 
gram, like evaluations of many other 
economic phenomena, is made difficult 
by the observer’s inability to isolate and 
control the variables. Even if it could 
be shown that the wage program was 
accompanied by a stable wage level, a 
minimum of strikes, and reduced turn- 
over, there would still exist the difficulty 
or impossibility of imputing these re- 
sults to the wage controls. There are no 
proven cause-and-effect relationships. 
Perhaps the best that can be done is to 
examine the wage program in the light 
of generally accepted criteria and to 
show the coexistence of certain eco- 
nomic phenomena. 

It should be emphasized that the 
wage control program had objectives 
other than the mere restraint of wage 
levels. It is possible to measure the 


wage changes which occurred while the 
Wage Board was in operation. But how 
does one measure the Board’s success in 
forestalling a strike of the automobile 
workers in the spring of 1951? Or in 
shall the Board be 
charged with failure to prevent work 
stoppages in the coal and steel indus- 
specifically the 
Board’s success in helping to maximize 
production of military and civilian 
goods and in preventing the wage-price 


what measure 


tries? To measure 


spiral is impossible. However, some in- 
dication of the measure in which the © 
nation benefited from the existence of 
the NWSB can be gained from the 
considerations contained here. 


Wage Changes Under Controls* 


The first step in our evaluation of 
wage controls is an examination of the 
wage movements that occurred in the 
Korean period. Most public criticism of 
the wage control program of 1950-53 
has been centered on its excessive liber- 
ality. A measure of the extent of such 
liberality can be gained by comparing 
wage changes in the 1950-53 period 
with changes which have occurred in 
other time periods. 

Perhaps the most logical comparison 
to make is to relate the phenomena of 
1950-53 to those of World War II, for 
it was only in this period that the 
United States had a similar program of 
wage restraints. To be sure, there were 
many and important differences in con- 
ditions surrounding the two attempts at 
wage control. World War II was char- 


* This section is based principally on data 
appearing in the Termination Report of 
The National War Labor Board and an un- 
published final report of the NWSB entitled 
Wage Stabilization Program, 1950-1953. 
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_ acterized at the outset by excess plant 
_ Capacity and a low level of employment. 


The Korean crisis found the nation with 
little excess capacity and a very high 


_ level of employment. The expenditures 


for the military in 1950-53 were signifi- 
cantly less than those made during 
1941-45 when almost half of the na- 


tion’s output went for defense. The 


level of savings and liquid assets in the 


hands of consumers was much higher in 
1950 than*in 1941, and the population 
was more sophisticated about inflation. 
In spite of all these environmental dif- 
ferences, however, a comparison of the 
two periods gives some idea of the at- 


~ tainments of the wage program. 


Judged from the standpoint of the 
number of voluntary wage petitions ap- 
proved and denied (as distinguished 
from dispute cases given the Board for 
settlement) , wage policy during the Ko- 
rean outbreak was more liberal than 
the antecedent program. In World War 
II the War Labor Board approved 
wholly or with modification 86 percent 
of the voluntary petitions for wage and 
salary adjustments coming before it and 
denied 14 percent. The NWSB of 1950- 
53 approved wholly or with modifica- 
tion 94 percent and denied only 6 per- 
cent. 

Evidence of the NWSB’s liberality is 
indicated by the fact that the Board, in 
a 15-month period, approved wholly or 
with modification 97 percent of all in- 
terplant inequities coming before it, 98 
percent of the petitions for approval of 
“productivity” increases, and 98 percent 
of the petitions requesting pay increases 
based on the rising cost of living. In 


addition, the Board denied less than 3 


percent of the intraplant inequity pe- 
titions submitted to it for approval. 

These figures might be interpreted as 
meaning that (1) the Board was very 
generous in its treatment of requests for 
compensation increases, and/or (2) the 
Board was so outstandingly successful 
in publicizing its policies and regula- 
tions that the parties knew whether or 
not their petitions were approvable be- 
fore submitting them. In the light of 
the fairly modest information service 
carried on by the Board, the former in- 
terpretation must be given more weight. 

Complete wage data are available 
only for production workers in manu- 
facturing. Although such data are not 
to be taken as indicative of economy- 
wide changes, they do reflect a large 
and important segment of the economy 
and give some insight into changes in 
the general wage picture. 

The best available data with which to 
measure wage movements of production 
workers in manufacturing are adjusted 
average hourly earnings.” Table 1 shows 
changes in the average hourly earnings 
for the period 1941-53. These data show 
that such earnings increased 10.1 per- 
cent in the two-year period covered by 
wage controls from January, 1951, to 
January, 1953. This compares favorably 
with the first two years of controls in 
World War II (October, 1942, to Oc- 
tober, 1944) when such earnings rose 
12.5 percent. It also compares favorably 
with the rise in the later World War II 
period of January, 1943, to January, 
1945, when the increase was 12.3 per- 
cent. In fact, the percentage rise in 
these earnings was less in the Korean 


*See Table 1, footnote (a). 
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Table 1. Adjusted Average Hourly Earnings and Gross Average Hourly Earnings 


(excluding overtime) of Production Workers in Manufacturing, at 
24-Month Intervals, January, 1941, to January, 1953 
Adjusted average hourly Gross average hourly earn- 
earnings* ings (excluding overtime)? 
ee hare Increase Increase 
Dollars ic = = jae Dollars 
Dollars | Percent Dollars | Percent 
ATA yal DAIS a coe Seats ate ater 664 .664 
eae, CS oR tek ER ee SiGe ae ee: 859. | ot ee 
Sa Cy oe en ee 807 839 : 
Soba ee “goge'| | aah nea "O56 |, ee 
ANUATY IAD ee. ctaeveacuy ties cies .819 .859 
gee 1545 eee ‘ya0' | sae -o70 | tt Sees 
antlarys L94SR sv sen eek: oe .920 .970 
ae POUT AN on MS ACN 14,1200 © -700-y\eatle7 JP i¢g0 ihe S20 
anuarye OAs ncs «6 ieee eel) S120 es? 
Wameaty 61949. susigec se tae oe REY cn meg ER Se Be 222 (ee 
January, 1049 55 Steere eens = (©) 1eSG6e 
FA 4951 6 reper, (a) 1.497 | -130 9.5 
January; 1981... «4 fergie sade ~| 1.489 1.497 
Mamuaty, 1953... 6. 0.0-01s..4 1.6408 | > 0. ey eee 


® Adjusted average hourly earnings of production and related workers in manufacturing 
beginning January, 1950, represent gross average hourly earnings which exclude overtime pay 
for hours in excess of 40 per week paid for at time and a half and the effect of shifts in man- 
hours among industry groups after January, 1950. Appropriate adjustment factors were applied 
separately to the estimates of gross average hourly earnings in each of the major manufacturing 
industry groups. The adjusted estimates for each major industry group were then weighted 
by the respective man-hours worked as of January, 1950. This series was prepared specially 
by the BLS for WSB. Adjusted average hourly earnings prior to January, 1950, exclude over- 
time pay and the effect of intergroup industry shifts in man-hours after January, 1941. 

> Gross average hourly earnings which exclude only overtime pay for hours in excess of 
40 per week paid for at time and a half. 

° First two years following imposition of World War II wage controls. 

4 The BLS discontinued publishing its adjusted average hourly earnings series, based on 


January, 1941, man-hour weights, in May, 1949, and therefore monthly series are not available — 


for the dates listed. 
¢ The January, 1953, figure is preliminary. 


Source: Bureau of Labor Statistics. Computations made by National Wage Stabilization 
Board. 


mobilization period than in any of the creased 4.7 percent in the first year of 
two-year periods used for comparison controls (from January, 1951, to Jan- 
and for which data are available. The uary, 1952). This was smaller than the 
same is true, with the exception of the percentage increase in the first year of 
January, 1949-January, 1951, period, if World War II controls (October, 1942, 
gross average hourly earnings are used to October, 1943) when a 6.9 percent 
for comparison. gain was recorded. The second year of 

Table 2 data show that earnings in- Korean controls was characterized by a 
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Table 2. Adjusted Average Hourly Earn- 
ings of Production Workers in Manufac- 
turing,” at Selected 12-Month Intervals 
October, 1942, to January, 1953 


Adjusted average hourly 
earnings 

Month and year Tareas 

Dollars 

Dollars | Percent 

October, 1942... . 807 
October, 1943... .863 -056 6.9 
October, 1943... .863 
October, 1944...| 908 | -945 | 5-2 
January, 1950...| 1.380 
Januafy, 1951...| 1.489 | -199 | 7-9 
January, 1951...) 1.489 
Pay, 1952. \ 1.559 | 070 | aed 
Nanaary, 1952727) 1 2559 
euary, 0953. 21 640>,) 281 | 5-2 


2 See Table 1, footnote (a). 
b See Table 1, footnote (e). 


5.2 percent gain in earnings. This figure 
was equal to the second year’s experi- 
ence in World War II when a 5.2 per- 
cent rise occurred. 

The 4.7 percent rise from January, 
1951, to January, 1952, was less than 
the percentage rise in any of the similar 
12-month periods from January, 1941, 
up to the mobilization for Korea. With 
the exception of the year from Janu- 
ary, 1944, to January, 1945, the same is 
true of the 5.2 percent gain recorded in 
the second year of controls. 

Qualified by a recognition that infla- 
tionary pressures of different intensities 
existed in the two periods, it could be 
concluded from these data that the 
NWSB was approximately as successful 
as the War Labor Board of World War 
II in holding down the wage level. 
However, because of the higher level of 


earnings and wage rates at the outset, 
the Korean period witnessed larger 
cents-per-hour increases than those in 
the preceding periods. In fact, the an- 
nual cents-per-hour rise under the later 
program was greater than in any of the 
wartime years of World War II after 
wage controls were instituted. 

Table 2 indicates that, on both per- 
centage and cents-per-hour bases, the 
NWSB was less successful in holding 
down earnings in the second year of 
controls than in the first year. This was 
in contrast to the World War II ex- 
perience when the War Labor Board 
was able to tighten its regulations so 
that the annual increase declined in the 
second year. However, the Korean pro- 
gram was accompanied by annual wage 
raises which were considerably less than 
those which took place in the year pre- 
ceding the imposition of controls. 

Although earnings increases 
greater in the second year of controls, 
the augmented wages did not result in 


were 


a corresponding rise in prices. In the 
first year, consumer prices rose in the 
same proportion as wages (4.7 per- 
cent). In the second year, prices re- 
mained practically stable, rising only 
one-tenth of 1 percent, whereas wages 
rose 5.2 percent. A dissimilar correla- 
tion had also occurred in 1942-44 when 
the second year under controls witnessed 
a tightening of both wage and price 
regulations. 

The price level data for the Korean 
period, if viewed alone, might be inter- 
preted as meaning that wage controls 
became more effective as time pro- 
gressed, with reduced pressure on the 
price level resulting in a much smaller 
price rise the second year. This would 
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not necessarily be true. These data 
merely indicate that as the mobilization 
got into its second year many of the 
forces acting on the price level offset 
each other, resulting in approximate 
price equilibrium. 
Although low turnover rates and a 
low level of man-days lost because of 
work stoppages do not indicate success- 
ful wage control, high rates could be 
symptoms of wage control inadequacies. 
The data for 1950-53 do not indicate 
such inadequacies. In general, labor 
turnover rates in 1951-53 were approxi- 
mately one-half of those prevailing in 
October, 1942, and October, 1944. 
Man-days of idleness caused by work 
stoppages (as a percentage of possible 
working time) were only slightly greater 
in the Korean period than in the com- 
parable months of World War II. 


The Legislative Basis 


A second major aspect of the wage 
program was its legislative authoriza- 
tion. In this respect the nation showed 
that it had learned well at least some 
of the lessons of World War II. Be- 
tween 1942 and 1950 the Congress had 
done a complete about-face in its views 
on the relationships between price and 
wage controls. In the Emergency Price 
Control Act of 1942 Congress author- 
ized control over prices while specifi- 
cally precluding wage controls by stipu- 
lating that the Act should “. . . not be 
construed to authorize the regulation of 

. compensation paid by an employer 
to any of his employees. .. .”? The 1950 


* After only a few months, however, the 
Congress realized that wages also needed 
regulation, and in October enacted the 
Stabilization Act of 1942 providing for both 
price and wage controls. 


statute, the Defense Production Act, 
went to the opposite extreme. It re- 
quired the President to exercise control 
over wages whenever he deemed it nec- 
essary to control prices. If the nation 
were forced to choose between one of 
two anti-inflation mobilization statutes, 
with one divorcing wages and prices 
and the other requiring similar re- 
straints on both, the latter would be 
preferable. Actually, while it may not 
have been necessary for the Congress to 
require control over wages when prices 
were regulated, the objective possessed ‘ 
merit. The legislature was trying to pre- 
vent employers’ being caught in a 
squeeze between rising wages and a 
price ceiling. If a functional redistribu- 
tion of income is desired, it would 
seem that this should come about as a 
result of the normal play of economic 
and political forces, or as a result of 
appropriate legislation, and not through 
the use of a national emergency as a 
vehicle. Additionally, the 1950 statute 
recognized more clearly the inflationary 
potential of augmented incomes and 
was more realistic about the behavior of 
employers in a tight labor market. In 
World War II the wage control pro- 
gram relied heavily, if implicitly, on 
employer reluctance to grant wage in- 
creases, a reluctance which quickly dis- 
appeared upon the emergence of a 
labor shortage. 


The Wage Control Organization 


A third important element of the 
wage program which warrants analysis 
and evaluation is the organization 
which was established by the govern- 
ment to formulate and administer the 
wage regulations. 
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| This organization embodied several 

_ advantages over the World War II or- 
ganization for wage stabilization and 
_ contained several areas for possible im- 


| provement. Among its shortcomings, 


the most obvious arose from the dual 
_ nature of the Wage Stabilization 
_ Board’s responsibilities. The Wage 


| Board was responsible both for dispute 


settlement and for stabilizing the wage 
level. It would have been impractical 
_ to separate these two functions. Wages 
are an element in almost all disputes 
which might threaten the national wel- 
fare. Stabilization policies evolve from 
the practical give-and-take of dispute 
_ cases and, in turn, are guideposts to the 
settlement of such cases. Therefore, 
both functions were logically vested in 
the NWSB. But in charging the Board 
with this twofold responsibility, the 
President placed it under the jurisdic- 
tion of the Economic Stabilization Ad- 
ministrator in matters of stabilization, 
and directly under his own office in 
dispute matters. This clearly violated a 
well-recognized principle of good or- 
ganization — that a person or organiza- 
tional unit should be directly responsible 
to and receive direct orders from only 
one source, 

The problems which arise out of such 
dual responsibility were dramatically 
highlighted in the steel industry dispute 
in the spring of 1952, a case that played 
a vital part in the breakup of the Wage 
Board. In that case the Board held a 
view which conflicted radically with 
that held by its superior, the Director of 
Defense Mobilization. The Board felt it 
unnecessary to seek the approval of the 
Defense Mobilizer because, in its view, 
no new stabilization policies were being 


formulated — the Board was merely in- 
terpreting existing policies liberally 
enough to satisfy the demands of the 
steel workers and, supposedly, to settle 
the dispute. Since it was a dispute case 
and not a stabilization case, the Board 
felt responsible only to the President. 
The President sided with the Board 
and against the Defense Mobilizer, 
Charles E. Wilson, and Mr. Wilson re- 
signed. Labor and industry severely crit- 
icized the Board, and both threatened 
to withdraw from participation in the 
wage program. In large part because of 
the Board’s role in this dispute, Con- 
gress drastically reduced the Board’s 
powers, weakening it considerably and 
laying the groundwork for its ultimate 
collapse. 

That the dispute decisions vitally af- 
fect the stabilization program and vice 
versa seems self-evident. In future or- 
ganizational plans it would be expedi- 
ent to remove this double authority over 
the Board. 

Another significant characteristic of 
the organization of the Wage Board was 
its relation to its immediate superior, 
the Economic Stabilization Administra- 
tor. The Economic Stabilization Ad- 
ministrator functioned with two princi- 
pal subordinate bodies. One, the Office 
of Price Stabilization, was headed by an 
individual. The other, the Wage Stabil- 
ization Board, was a tripartite multi- 
membered body. Each partisan member 
(those representing labor and industry) 
of that body was a man of stature in 
his field — perhaps of a stature equal 
to or greater than the Economic Sta- 
bilization Administrator’s. Each parti- 
san member had the backing of power- 
ful economic and political forces. The 
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Administrator had only a disinterested 
and apathetic public to back his stand. 
On matters where their views diverged, 
it was generally the Board’s decision 
that held sway, e.g. in its recommenda- 
tions in the steel case. Likewise, when 
OPS and NWSB officials had occasion 
to differ, the greater numbers and pres- 
tige of the Wage Board members in- 
fluenced the decision. 

Alan Valentine, the first Economic 
Stabilization Administrator, had fore- 
seen the problem and had attempted to 
hold the Wage Board in close check as 
an advisory body.* He believed that 
once a delegation of authority over 
policy formation was given the Board, 
the Administrator could never again 
have sufficient control over the wage 
program to keep it within the bounds of 
the price stabilization program. Later, 
when Eric Johnston relieved Mr. Val- 
entine as Administrator and granted the 
Board the powers it demanded, it was 
seen that Mr. Valentine’s fears were 
well founded. In retrospect, it seems 
doubtful that a powerful, tripartite, 
policy-making Wage Board can be ef- 
fectively controlled by a policy-coordi- 
nating superior. 

Another aspect of the NWSB’s or- 
ganization, the enforcement program, is 
worthy of evaluative comment. The 
Board’s enforcement program was car- 
ried out by an all-public body. This was 
a necessity. The partisan Board mem- 
bers refused to serve on the Enforce- 
ment Commission. The fact that the 
political necessities of 1951 prevented 


*John H. Kaufman, The Problem of 
Price-Wage Coordination, p. 172. This is an 
unpublished document in the NWSB files. 
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united action in the enforcement pro- 
gram should not preclude a recognition 
of the desirability of tripartite coopera- 
tion in enforcing Board regulations. It 
is in this activity that a tripartite body 
can serve one of its most useful func- 
tions. The possibilities of gaining com- 
pliance with Board regulations are 
greatly enhanced when, for example, a 
labor spokesman frankly tells a recalci- 
trant union that it will receive no sup- 
port from other union people or from 


labor’s representatives on the Board., 
f 


This is far more effective than pleas or’ 


threats from industry or public officials. 
In a survey of Regional Wage Sta- 
bilization Board reports, the relations 


and coordination between the Regional © 


Boards and the National Wage Stabili- 


zation Board were found to be generally — 


good. Two significant criticisms ap- 
peared in the reports. The first indi- 
cated that before the Regional Boards 
were established, the National Board 
had made decisions on petitions ema- 
nating from the regions. These decisions 
later became important to subsequent 
Regional Board Cases, but in some in- 
stances the National Board had not 
notified the Regions of the substance of 
its previous decisions. Even where the 
regions were given notice of National 
Board action the letters were often 
merely notification of the approval or 
rejection of the petition, and provided 
no guideposts for the Regional Boards 
to follow. 

A second indication of the failure to 
integrate completely National and Re- 
gional Board actions is evidenced by 
the fact that the National Board fully 
upheld only 32 percent of the Regional 
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‘| Board decisions appealed to it.° This 
could be indicative of faulty communi- 


‘| cation of policies and procedures to 


the Regions, differing make-up of the 
Boards, or of a greater susceptibility 
to partisan pressures at one of the two 


‘| levels. Regardless of cause the weak- 


ness of the superior body in backing 
up the decisions of a subordinate com- 
ponent frequently led to a reduction 
in the effectiveness of the subordinate 
group. 

The NWSB’s organization embraced 
at least three significant improvements 
over that of its World War II prede- 
cessor. First, the NWSB did not repeat 
the World War II mistake of enter- 
taining a reluctance to delegate author- 
ity to regional boards. As a result there 
was a smaller build-up of case back- 
logs. However, in spite of this earlier 
delegation of authority, the Board 
never did completely catch up with 
the backlog of work. 

Secondly, the World War II Board 
had operated with large numbers of 
Regional Boards and industry agencies, 
the Regional Boards handling cases 
originating within their geographical 
jurisdictions and the industry agencies 
handling cases arising within a given 
industry. The NWSB, on the other 
hand, established very few industry 
agencies. The administration of wage 
stabilization was made much easier in 
the achievement of its objectives as a 
result of avoiding the extreme prolifer- 
ation of stabilization agencies which 
had come about in the earlier period. 


>This data covered a 15-month period 
after machine tabulation was instituted, 
making such records possible. 


In theory such agencies were supposed 
to provide specialized knowledge for 
industry problems. In practice, they 
often acted as pressure groups seeking 
special treatment for their constituents. 
Because the Board avoided the estab- 
lishment of such groups in the Korean 
period, there was much less such pres- 
sure and far fewer “jurisdictional dis- 
putes” between the Regional Boards 
and the special industry agencies. 

A third improvement lay in the man- 
ner in which the Wage Board promul- 
gated its policies. In World War II the 
War Labor Board operated on a case- 
by-case basis and, ostrich-like, stead- 
fastly maintained that its decision on 
one case would have no binding effect 
upon its decision in any other. This 
was wishful thinking. Each case consti- 
tuted a precedent, a standard, to 
which subsequent cases were related 
by the parties if not by the Board. 

Unlike the War Labor Board, the 
NWSB did not develop its stabilization 
policies piecemeal from dispute cases. 
Rather, such policies evolved princi- 
pally through utilizing the experiences 
gained in World War II and from 
voluntary case petitions —as a result 
of an over-all look at the nation’s 
needs. The important point was that 
we had gained invaluable prior expe- 
rience, making it unnecessary to feel 
our way along completely uncharted 
paths as the War Labor Board had 
done. For that body there was no alter- 
native. For the NWSB there was, and 
it took advantage of it. Rather than 
trying to decide each particular case 
on its merits without regard for any 
other cases, the NWSB developed 22 
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general wage regulations which applied 
to all parties concerned. An important 
step forward was taken —a step in the 
direction of stabilization by means of 
applying economic principles rather 
than through a case-by-case evolvement 
based on expediency. 


The Timing of Controls — 
Their Application® 

The timing of wage controls consti- 
tutes the fourth major area for evalua- 
tion. In the seven-month interim 
between the first crisis in June of 1950 
and the institution of general wage 
controls in January of 1951, both wages 
and prices had risen markedly. Whole- 
sale prices were up 14 percent; the 
cost of living had risen 7 percent; and 
prices of certain individual commodi- 
ties had risen to more than double their 
pre-Korea levels. The signs were point- 
ing unmistakably in the direction of 
inflation, even when viewed without 
the benefit of retrospection. 

Would an earlier imposition of price 
and wage measures have helped to 
stem the price rise? The evidence sug- 
gests that it might have done so. From 
June, 1950, to June, 1951, the rise in 
the cost of living amounted to 9 per- 
cent. In that same period, not only did 
a budget deficit fail to arise, but there 
was actually a $3.6 billion budget sur- 
plus and a $7.6 billion cash surplus. 
Thus the price rise could not have 
been caused by deficit financing in that 
period. Balancing the budget was not 
enough —the price rise occurred in 
spite of the overbalance. Credit restric- 


*See Arthur M. Ross, “The Lessons of 
Price and Wage Controls,” Commercial and 
Financial Chronicle, January 1, 1953, p. 14. 
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tions helped, but were inadequate to: 
prevent the reinforced activation of’ 
private consumer and business spend-- 
ing. In other words, the price rise in. 
the first 12-month period of the mobi-: 
lization was rooted in the psychology’ 
of the public mind. Individuals and 
businesses expected future price rises. 
when military spending got under way 
and anticipated price and wage con- 
trols by raising both wages and prices. 
An earlier application of wage and 
price controls could have helped pre; 
vent much of this rise in prices an 
wages by precluding the anticipation 
of future price increases, by obviating 
the desire to accumulate inventories, 
and by preventing the “get-under-the- | 
wire” spirit which prevailed in wage 
negotiations. The fact that the institu- 
tion of controls was followed by an 
almost immediate diminution of con- 
sumer buying, reduced inventory ac- 
cumulation, and inflationary pressures 
lends credence to the thought that such 
controls would have been helpful at an 
earlier date. 

Once wage controls were instituted, — 
the controllers were faced with myriad © 
problems which might have been 
avoided had price and wage controls | 
been applied earlier. Wages of produc- 
tion workers in manufacturing had 
risen an average of 7 percent. Some 
wage settlements made after the begin- 
ning of mobilization were for sums as 
high as 20 cents per hour. Other work- 
ers had received lesser amounts; some 
had received no wage increases at all. 
Equity demanded that all be treated 
alike. This meant, in effect, that the 
government would have to develop 
some policy whereby those who had 
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_ not received such raises could catch 
up. The other alternative — to disallow 
_already-granted increases — was un- 
feasible. 

As a result of these changes in the 
wage structure of the nation and the 
_ demands for equitable treatment, much 
_ of the Board’s efforts in the first year 
| of operation were directed to correcting 
maladjustments. At the time when the 
Board should have been developing 
_ long-range policies it was plagued by 
_ the many and more immediate de- 
mands for the removal of inequities. 
_ The overwhelming importance of this 
phase of activity is indicated by the 
fact that almost three-fourths of the 
- wage petitions passed on by the Board 
were concerned with interplant and in- 
traplant inequities. 

Various reasons were given for the 
delay in imposing controls: (1) The 
conflict in Korea was expected to ter- 
minate at an early date. However, no 
wage action was taken for almost three 
months after the Chinese intervention 
and after it had become obvious that 
the mobilization efforts would have to 
be stepped up. (2) There was a desire 
to use voluntary controls before using 
compulsory measures. In the early 
stages of mobilization the government 
made several pleas for self-restraint. 
These pleas went largely unheeded 
and it soon became evident that further 
efforts in this direction would be futile. 
(3) It was felt that the first line of 
defense against inflation should lie in 
indirect measures — fiscal and mone- 
tary policies. These were inadequate 
because the price rise that occurred 
was not based upon deficit spending 


and because it takes some time for such 
measures to become effective. (4) 
There was no body of personnel avail- 
able to handle a program of general 
controls. This was almost as true on 
the date of the wage freeze (when 
there were fewer than forty employees 
in the NWSB) as it was in the pre- 
ceding months, and it could not, there- 
fore, have presented an insurmountable 
obstacle. The freeze took little admin- 
istrative manpower — it was the sub- 
sequent relaxation that required a large 
stai.; (5). The timing of: certain 
specific wage regulations and the de- 
velopment of a policy structure was de- 
layed through faulty planning. The 
wage freeze found the nation without a 
single long-range policy formulated by 
the Wage Stabilization Board. This 
was true in spite of the fact that seven 
months had passed since the alarm had 
been sounded in June, 1950, and more 
than four months had elapsed after the 
Defense Production Act was enacted 
and the Wage Stabilization Board was 
established in September of that year. 

The organizational struggles which 
had occupied the Board (principally 
the controversy with the Board’s im- 
mediate superior, the Economic Sta- 
bilization Administrator, over whether 
the Board should have policy-deter- 
mining or merely advisory powers) had 
left little time for policy development. 
Then, because the Board was faced 
with the problem of thawing out the 
freeze and correcting inequities, and 
because of the urgency of the case 
backlog, immediate problems forced 
long-term considerations into the back- 
ground. Consequently, it was not until 


34 


August, 1951,’ a full 14 months after 
the initial mobilization, that a perma- 
nent long-range foundation for the 
wage program was established. 


The Timing of Controls — 
Their Abolition 


Some evidence suggests that wage 
controls were retained beyond their 
optimum life. Professor Ross argues 
that wage controls had outgrown their 
usefulness by the fall of 1951 or, at the 
latest, in early 1952 because: (1) the 
major economic shifts necessary to 
the mobilization had taken place, 
(2) the nation had recovered from its 
shortage phobia, and (3) tax and 
credit measures were taking effect. 


A high rate of personal savings had 
been established in the second quarter of 
1951. Federal expenditures rose substan- 
tially during the following year, but this 
rise was almost entirely balanced by a de- 
cline in inventory accumulation and in 
total private investment. . . . Moreover, 
non-agricultural employment increased 
only 400,000 between May, 1951 and May, 
1952; manufacturing employment actually 
declined, and there was no net change in 
the level of employment. 

Thus, expanding defense purchases were 
offset by reduced inventory taking... . 


Perhaps the best tests of [psychological] 
adjustment are the ratio of savings out of 
disposable income on the part of con- 
sumers, and inventory behavior on the part 
of business firms. By September [1951] the 
rate of savings had been high for at least 
six months. Consumer goods manufactur- 
ers had pursued a cautious inventory policy 
for about the same length of time. Like- 
wise, fiscal and monetary policies had 


"The date the temporary cost of living 
policy first issued by the Economic Stabili- 
zation Administrator during the labor boy- 
cott of the Board was amended and ex- 
tended by the full Board. 
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taken hold. Two new tax bills had become | 


effective so that Federal cash receipts from 
the public were $59 billion in the calendar 


year 1951, compared with $42 billion in- 
1950 and $41 billion in 1949. Commercial © 


bank credit obligations had been virtually 
stable for a number of months... .* 
When questioning the timing of wage 
controls, the critical importance of 
public support or lack of it cannot be 
overemphasized. Even at its peak (De- 
cember, 1950), public support was in- 
adequate for rigid enforcement of the 
controls program, and during the lat-, 


; f 
ter stages of the Korean period such 
support was almost nonexistent. The | 


public — employers, employees, unions, 
and consumers — never did accept the 


necessity for controls as they had done | 


in World War II. The driving force of 
patriotism generated in the critical 
days of World War II was absent. The 


tremendous struggle for survival of | 


those days gave rise to the most power- 
ful weapon the Administration had in 
exercising its economic controls. This 
weapon was not available to the ad- 
ministrators of 1950-53. Many public 


figures continued to refer to the Ko- | 
rean conflict as a “police action.” | 


Fewer homes were touched by the re- 
alities of the war through the call of 
family members into military service. 
The consumer-goods shortage of World 
War II never materialized — we pro- 
duced guns and butter. All of these 
things contributed to the popular feel- 
ing that price and wage controls were 
not necessary in this later period. 

The United States had witnessed at- 
tempts at economic control and dispute 
settlement without popular support on 


* Arthur M. Ross, loc. cit. 


bothersome  fetters 
2 the Wage Stabilization Board of that 


‘| two previous occasions, and in each 


the result was the abolition of the con- 


| trolling agencies. In 1941, the Defense 


Mediation Board met its end when the 


‘| CIO withdrew its support. In 1946-47, 


the public was anxious to throw off the 
of control, and 
period was abolished. In the Korean 
period it was evident that with the dis- 
appearance of public support and will- 


‘| ingness to sacrifice for the general 


good, the controls program was fore- 
doomed to an early termination. 
However, the overriding considera- 


| tion in retaining controls through 1952 


was the uncertainty of the military pic- 
ture. Much of the government’s plan- 
ning depended upon the military 
budget. Such expenditures were de- 
termined largely by uncontrollable vari- 
ables and hence were unknown factors. 


- The estimates of future military ex- 


penditures were consistently overstated. 
In a period of emergency any doubt as 
to courses of action of this sort tends 
to be resolved on the side of caution. 
For this reason it would appear that, 
even though the inflationary pressures 
had subsided, the retention of wage 


controls possessed some merit. It is 


difficult, therefore, to conclude deci- 
sively that controls should have been 
removed sooner. In retrospect there 
exists much evidence that this is true. 
From the standpoint of the adminis- 
trators of 1952, the decision to retain 
controls is far more understandable. 


Summary 


This discussion of the wage stabili- 
zation program of 1950-53 suggests the 
following general conclusions: 
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(1) With respect to percentage of 
wage petitions approved and denied, 
the NWSB was more liberal than its 
predecessor, the War Labor Board. 

(2) Adjusted average hourly earn- 
ings rose less on a percentage basis 
than they did in the comparable period 
of World War II. This does not mean 
the NWSB’s actions were the more suc- 
cessful of the two endeavors. The in- 
flationary pressures of World War II 
were far greater than those of 1950-53. 
Given the situation, however, the 
NWSB was able to restrain the wage 
level approximately as successfully as 
its World War II antecedent. 

(3) Earnings rose considerably more 
slowly under controls than they had in 
the hectic months preceding the wage 
freeze. 

(4) The nation’s lawmakers did not 
repeat the mistake made early in World 
War II of trying to regulate prices 
while leaving wages unfettered. 

(5) The organization for wage con- 
trol suffered because of these short- 
comings: (a) The Wage Board had a 
dual responsibility to the Economic 
Stabilization Administrator and to the 
President. (b) The multi-membered 
Wage Board tended to overwhelm the 
authorities of both the economic Stabil- 
ization Administrator and the Board’s 
price control counterpart, the Office of 
Price Stabilization. (c) Labor and in- 
dustry refused to serve on the Board’s 
Enforcement Commission — an activity 
wherein tripartite cooperation is most 
desirable and effective. (d) The Na- 
tional Board failed to uphold a large 
percentage of the Regional Boards’ de- 
cisions appealed to it, thus lessening 
the effectiveness of the Regional Boards. 
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(6) The organization for control 
embodied at least three important im- 
provements over the World War II at- 
tempt at wage regulation: (a) The 
Board did not hesitate in delegating 
its powers to Regional Boards and to 
other components of the organization. 
(b) The Board refrained from creating 
subordinate bodies whose powers would 
have conflicted with those of the 
Regional Boards. (c) The Wage Board 
developed general policies arrived at 
through a broad appraisal of the na- 
tion’s needs— policies designed to 
foster the nation’s economic health and 
to apply generally rather than to spe- 
cific cases brought before the Board. 

(7) A permanent long-range policy 
structure, was not developed until a 
full year after the establishment of the 
NWSB and until 14 months after the 
Korean invasion. 


(8) Wage controls should have been 
applied sooner and perhaps removed 


earlier. The delayed application of 


| 
| 


wage restraints resulted in greater in- 
flationary pressures, a distorted wage 
structure, and a massive work load for | 
the Wage Board when it tried to re- 
move the inequities created during the 
delay. The decision not to remove con- 
trols is defensible in the light of the 
uncertain international relations that 
prevailed. The earlier need for apply- 
ing controls should have been evident 
without the benefit of retrospection. 


As a final word, it should be empha- 
sized that the most important determi-, 
nant of the success of wage controls’ 
is the attitude of the public. As the pub- 
lic measures the severity of the crisis, 
so it manifests a willingness to accept 
and support regulation. Wage controls, © 
under democracy, may be only as strict 
as the public will allow. In the last | 
analysis, it was this factor which de- 
termined the level of wage policies and 
caused the ultimate termination of 
wage controls. 


ier Dae 


The Jackson Park Ts Case: A Business 


Use of Antitrust Laws 


RicHaArD G. KruGceER’ 


PRIOR TO World War II, the entire 
“motion picture industry was subject to 
| a long-established pattern of economic 

control by the five major film com- 
‘panies. Considerable time and effort 
was spent by individuals, corporations, 
{| and the Federal government in unsuc- 
cessful attempts to remove the trade 
} restraints thus created. Federal statutes 
as provided in the Sherman, Clayton, 
and Federal ‘Trade Acts were the sole 
means of attacking these trade re- 
straints. The last of the prewar anti- 
trust suits against the film companies 
was the U. S. v. Paramount suit which 
was suspended in 1940 by a consent 
decree. In 1942, a small independent 
theatre in Chicago, Illinois, instituted 
an antitrust suit against the five major 
film companies. This case, known offi- 
cially as Bigelow v. RKO, reached the 

Supreme Court in 1946, and resulted 
in a favorable decision for the plaintiff, 
Jackson Park Theatre. The Supreme 
Court’s decision in this case began the 
first substantial steps toward the cor- 
rection and elimination of this eco- 
nomic control. This article will discuss 
the structure of the industry, key trade 


_ practices which maintained the eco- 
nomic control, the plantiff’s method of 
defeating this control structure, and 
some of the results of the case. 


1 Mr. Kruger holds a master of arts degree 
in economics. 


Organization of the Industry 


The heart of the economic control in 
the industry was the ownership and 
operation of the first-run theatres 
throughout the United States. Follow- 
ing World War I, great theatre hold- 
ings were created by men like Adolph 
Zukor, William Fox, Marcus Loew, 
Carl Laemmle, and the First National 
exhibitor group. Much of the back- 
ground of these theatre empires is 
excellently covered by Mae Huettig in 
The Motion Picture Industry? under 
the headings “The Battle for Theatres” 
and “The Advent of Sound.” As the 
industry was successively rocked by the 
talking pictures and the depression, five 
major film companies emerged: Twen- 
tieth Century-Fox, Metro-Goldwyn- 
Mayer, RKO, Paramount, and Warner 
Brothers. Metro - Goldwyn - Mayer 
(MGM) had become the production 
subsidiary of Loews, the Warner Broth- 
ers and Adolph Zukor’s Paramount 
had consumed the First National ex- 
hibitor group, RKO had been created 
by RCA, and William Fox’s Fox Films 
had to merge with Twentieth Century 
Films to avert financial disaster during 
the Depression. As a group, the theatre 
holdings of the five surviving com- 
panies accounted for only 17 percent 
of the 18,076 theatres in the United 


* Philadelphia: University of Pennsylvania 
Press, 1944. 
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States. However, this 17 percent in- 
cluded at least 70 percent of all the 
first-run theatres in the 92 cities having 
populations over 100,000. 

In the early stages of the theatre- 
buying program of the film companies, 
many theatres were acquired solely for 
the sake of having theatres. As the 
size of the chains increased, the ex- 
pected increased profits did not ma- 
terialize so that the holdings were then 
culled down to first-run theatres. The 
film companies had discovered that not 
all theatres were profitable but a cer- 
tain amount of profitability was at- 
tached to the first runs. 

The theatre-buying program of the 
film companies also showed that a 
given metropolitan area could profit- 
ably support only a limited number of 
first-run theatres. Therefore, it became 
convenient and necessary for the major 
film companies to own some of these 
theatres jointly. In 1944, Paramount, 
the largest theatre holder, owned 100 
percent of only 259 of its 1,559 theatres. 
Of the others, Paramount shared the 
ownership with independent exhibitors 
or the remaining four of the “Big 
Five.” Although joint ownership of 
first-run theatres existed, the theatre 
chain subsidiary of each of the film 
companies enjoyed a sort of regional 
monopsony. Paramount was particu- 
larly strong in the Midwest, Southwest, 
and Southeast. Fox enjoyed control of 
the West Coast and Loews, Warners, 
and RKO controlled various eastern 
seaboard areas. 

By 1938, the theatre holdings oc- 
cupied a strategic position in the struc- 
ture of the film companies. As one 


writer pointed out, the theatres, as real 
estate, formed a considerable portion. 
of corporate assets. In addition, the: 
theatres furnished the bulk of the film 
company income. In general, the film 


companies have been rather reluctant 

about detailing sources of gross income. 

Their published financial statements 
have merely lumped income sources 

into one figure. In the post-World War 

II years, a few detailed items have been” 
published. In considering these points, 

it must be remembered that, in order, 
for a picture to be a financial success, 
it needed the huge box-office receipts 

of the first-run theatres. There, 20. 
percent of the total film costs could be | 
recovered in a single theatre engage- 
ment. As noted, the theatre holdings of © 
the film companies covered 70 percent 

of the key first-run theatres. Use of the - 
earning capacity of these theatres en- 

abled the film companies to write off 

film costs at the same rate that film | 
rental revenue was derived. Moody's 

Manual of Industrials indicates that 

over 50 percent of film costs were 

written off within thirteen weeks of 

any picture’s original issuance. Re- 

gional monopsonies, joint ownerships, 

and other agreements steadily funneled 

top-grade films to the first-run theatres 

of the film companies. The profitability 

of the theatre holdings was further 

assured because of massed buying 

power. The theatre chain subsidiaries 

obtained films for as little as five cents 

of the box-office dollar while the small 

independents paid 25 to 40 cents. In 

this manner, the theatre chains became 

the big income producers of the film 

companies. 


Film Distribution 


In 1922, the industry, under public 
pressure to “clean up” movies, formed 
the Motion Picture Producers and Dis- 
tributors Association. With Will Hays 
as head, the Association began to regu- 


' late the moral tone of movies. At the 


same time, the Association felt that 
something should be done toward the 
strengthening of relationships between 
distributors and exhibitors. Accord- 
ingly, this group assisted in the organi- 
zation of a National Film Board of 
Trade with headquarters in New York 
City. The records of this National 


Film Board were maintained in the 


New York office of the Motion Picture 
Producers and Distributors Association. 
The National Film Board of Trade was 
created as a coordinating agency for 
local exhibitor-distributor trade asso- 
ciations which were called film boards 
of trade, e.g., the Chicago Film Board 
or the Milwaukee Film Board. The 
membership of these local film boards 
was made up of distributors, inde- 
pendent exhibitors, and exhibitors from 
the various theatre chains. In its in- 
ception, the local board was organized 
in a manner which favored the inter- 
ests of the various film companies. 
Initially, the local film board struc- 
ture was utilized by the distributors 
to establish a uniform or standard film 
rental contract which in turn estab- 
lished a one-sided mandatory arbitra- 
tion favoring the distributors as a 
means of settling disputes. The con- 
tract also stipulated that in the event 
a theatre was sold, the purchaser had 
to assume the unfulfilled film rental 
contracts of the seller. These two provi- 
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sions were enforced by the Credit 
Committee of the local film board. 

As the theatre chain subsidiaries be- 
came a financial mainstay of the film 
companies, they were able to exert 
influence in the national and local film 
boards. Accordingly, the film boards 
designed a plan which would assure 
the theatre chains of a first choice of 
films and protect their playing posi- 
tion. The plan was called a release 
system. Motion picture films were 
played first at the first-run theatres 
belonging to the film companies. These 
theatres could play films for indefinite 
runs. Smaller outlying theatres had to 
wait and take their turn. There was 
little or no opportunity for the smaller 
theatres to play films on an equivalent 
basis with the large first-run theatres. 
The result was a close regulation of 
each theatre by a nationally integrated 
scheme. 

The rudiments of a systematized 
releasing of motion picture films was 
long known to the industry. Following 
the completion of a film, Hollywood 
developed exclusive single showings of 
top-grade films to create publicity. 
These were termed premiéres. Follow- 
ing a premiére, the distributors might 
schedule selected engagements in vari- 
ous cities for the same film. This was 
termed road showing. To continue the 
orderly flow of film, the national film 
board got the various film companies to 
agree to a single national release date 
for each film. On the specified day, a 
film would be simultaneously released 
to all exchanges where the various 
local release systems of each exchange 
took over and began to release the film 


40 CURRENT ECONOMIC COMMENT 


to the theatres in the exchange trade 
area. 


The Chicago System 


Chicago, as one of approximately 50 
exchanges located throughout the 
United States, occupied an important 
position. It was one of the top release 
areas for the distributors. In addition, 
it possessed what frequently 
termed the model local release system. 
One of the theatres in the Chicago 
exchange was the Jackson Park 
Theatre, located on Chicago’s South 
Side. . 

In 1930-31, the Chicago Film Board 
of Trade in a written agreement or- 


was 


ganized all theatres covered .by the 
Chicago exchange area into one of two 
release systems: city release or country 
release. City release applied to all 
theatres in the greater Chicago area 
while country release applied to the 
theatres outside greater Chicago. To 
simplify the illustration, only the Chi- 
cago city release system will be dis- 
cussed. 

The flow of motion pictures in the 
Chicago area was controlled by ap- 
proximately 44 theatres of Paramount’s 
subsidiary, Balaban and Katz, 20 
theatres of Warner Brothers, and two 
theatres of RKO. According to evi- 
dence submitted in the Jackson Park 
case, these furnished over 70 percent 
of the film rental income of the various 
film companies. At the apex of the 
Chicago city release system were the 
nine largest theatres in the Loop area. 
Six of the nine were Balaban and Katz 
theatres. Of the three general release 
groupings, pre-pre-general release, pre- 
general release and general release, the 


‘had to wait a minimum of ten weeks 


| 

nine Loop theatres started the first 
week of the system in pre-pre-general 
release with a minimum adult admis- 
sion price of 75 cents. At the end of 
the Loop engagement, a minimum 
clearance, deadtime, or waiting period 
of three weeks had to pass before any 
film could be shown in the next run,, 
pre-general release. This release period | 
was subdivided into first, second, and! 
third “A” week, first and second “B”! 
week, and “C” week of pre-general! 
release — each of one week’s duration, 
The minimum adult admission price: 
for all “A,” °“B,*-and “Ce Syecem 
theatres was 50, 40, and 30 cents re-. 
spectively. At the end of the pre-gen- 
eral release run, the general release run 
began. This was divided into 52 weeks. 
Thus, a theatre like the Jackson Park 


before a given film was made available 
and had to charge a minimum adult 
admission price of 25 cents. : 

In the early development of the 
industry, exhibitors soon realized that 
a film lost value as it was viewed. | 
Lowered prices would not induce 
steady repeat business of the same film. | 
The heart of the movie-going audience 
was made up of people under 25 years 
old who were looking for something 
new and were willing to pay a little” 
extra to see it first. By monopolizing 
the first runs, the theatre chain sub- 
sidiaries of the film companies were 
able to divert patronage to the first- 
run theatres. With a dime frequently 
being the difference between one or 
more weeks of waiting, the younger 
groups beat a steady path to the early 
runs. The local release systems with 
their minimum pricing agreements 


‘Stratified the competition between 
theatres. With no chance of changing 
playing position, theatres like the 
Jackson Park sought remedy by utiliz- 
ing the Federal antitrust laws. 


Antitrust Action 


_ The invoking of Federal antitrust 
laws was nothing new to the motion 
picture industry. Between 1914 and 
1951, the major film companies or their 
‘predecessors had been involved in a 
continuous battle over trade restraints. 
Paramount alone had been cited in 
over 180 complaints involving antitrust 


violations. With regard to the national 
-and local film boards of trade, they 


ats : 
were prosecuted under existing anti- 


trust laws in three separate suits be- 
tween 1929 and 1932. In the first two 
suits, U. S. v. Paramount (282 U. S. 
30) and U. S. v. First National (282 
U.S. 44), the Federal government con- 
tested the mandatory arbitration and 
unfulfilled contract provisions of the 
standard film rental contract. In 1930, 
the standard contract was ruled illegal. 
The third case, Youngclaus v. Omaha 
Film Board (60 F 2nd 538) was a pri- 
‘vate antitrust case. The plaintiff, 
Youngclaus, an Omaha, Nebraska, ex- 
hibitor, sought and won an injunction 
against the operation of the Omaha 
release system including zoning and 
minimum pricing agreements. To all 
intents and purposes, the film boards 
ceased to exist from an official stand- 
point. Despite this, the Milwaukee 
Film Board was organized in 1934 and 
created similar zoning and minimum 
pricing agreements. In reality, most of 
the zoning and pricing agreements that 
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had been established in the early 
thirties were tacitly continued by the 
film companies and their theatre chain 
subsidiaries up to and including the 
post-World War II era. 

In 1938, the Federal government in- 
stituted a comprehensive suit against 
the eight major film companies charg- 
ing, in part, that a nationwide con- 
spiracy existed because films were re- 
leased nationally and locally in a very 
similar pattern. The reason for this 
similarity was that copies of many 
local release system agreements were 
sent to the National Film Board in 
New York. These New York files 
formed a sort of reference bureau for 
all local film boards. In the light of 
the Youngclaus case and the 1930 Para- 
mount and First National cases, the 
government in 1938 had to assume that 
the film boards and their release sys- 
tems had been destroyed, yet existing 
practices indicated otherwise. 
Lacking positive proof, the Federal gov- 
ernment entered into the 1940 consent 
decree which entrenched the status quo 
until after World War IT. 

When the consent decree was signed 
in November of 1940, the Jackson Park 
Theatre was playing first week of gen- 
eral release. Six years later, the Jack- 
son Park was playing films immediately 
after the Loop runs. To do this, the 
Jackson Park, through its attorney, 
Thomas C. McConnell, had to enter 
an antitrust suit against the film com- 


trade 


panies, prove the existence of the Chi- 
cago release system, fix the dollar 
damage caused by the release system, 
and obtain an injunction to set aside 
the provisions of the release system. 
Step one was taken in July of 1942 
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when McConnell entered a private 
antitrust suit for the four co-owners of 
the Jackson Park Theatre against the 
five theatre-owning film companies. 
The plaintiff charged that sections of 
the Sherman and Clayton Acts were 
violated by maintenance of an illegal 
price-fixing conspiracy among the five 
defendants. To rectify this wrong, the 
plaintiff asked for triple damages of 
$360,000 and a perpetual injunction 
against the release system conspiracy. 

The case (Bigelow v. RKO) was 
heard before a jury in the Federal Dis- 
trict Court of Northern Illinois. During 
the hearing, little written evidence of 
the Chicago release system was intro- 
duced. Instead, the attorney for the 
plaintiff. produced a steady stream of 
witnesses including officers of the de- 
fendant companies, who attested to the 
fact that all companies released films 
under the same scheme. No mention 
was made of the Chicago Film Board 
of Trade and its 1930-31 agreements. 
By this steady stream of coincidence, 
furnished by the witnesses, the exist- 
ence and operation of the Chicago 
release system was demonstrated by 
inference. 

The determination of damages was 
a more difficult matter. The standard 
legal method of proving damages 
caused by restraint of trade was to 
compare revenues of the injured party 
in equal before-conspiracy and after- 
conspiracy time periods. If the revenues 
of the after-conspiracy period are suffi- 
ciently less, the plaintiff may recover 
the difference plus a penalty of twice 
the difference. In this instance, the 
plaintiff was not aware of the 1930-31 
Chicago release system agreements and, 


therefore, could not use 1931 as the 
start of the conspiracy. Instead, the 
attorney for the plaintiff chose to in- 
clude the usage of double-feature 
movies in the conspiracy, which could 
be dated as beginning in 1937. From 
the plaintiff’s viewpoint, double fea- 
tures were a part of the release system 
conspiracy because they forced all 
available film to pass through the re- 
lease system. Using 1937 as the turning 
point, McConnell compared the rev- 
enues of the Jackson Park Theatre fon 
the period 1937-42 with Balaban and 
Katz’s Maryland Theatre which played | 
films one week earlier in “C” week of 
pre-general release. The Maryland’s_ 
revenues exceeded the Jackson Park’s 
by $115,000. In addition to this method, 
the plaintiff used one other. The re- 
ceipts of the Jackson Park for the 
1937-42 period were compared with a 
before-double feature revenue period. 
The Jackson Park revenues prior to 
1937 exceeded the later period by 
$125,000. Striking an average between 
the two methods the plaintiff’s attorney 
contended that the Jackson Park lost 
$120,000 over a five-year period as a 
result of the conspiracy. 

The jury found in favor of the plain-_ 
tiff in March, 1944. The case was _ 
immediately appealed to the Circuit 
Court which reversed the findings be- 
cause it felt that the proof of damages 
was insufficient. The case was then 
taken to the Supreme Court which 
upheld the original decision of the 
District Court. In October, 1946, the 
District Court issued findings of fact 
and a decree containing an injunction 
of the Chicago release system and its 
component parts. In substance, the 


= 
decree resulting from the Jackson Park 
) Theatre case enjoined the defendant 
film companies from using the Chicago 
release system in any form; using the 
theatre chains to restrict trade; pre- 
venting the plaintiff from obtaining 
film at a fair rental fee, or forcing the 
plaintiff's theatre to play films after 
the defendant’s theatres by arbitrary 
arrangements protecting the latter; 
conditioning film rentals on mainte- 
‘nance of minimum admission prices; 
using the theatre chain buying power 
of the Warner and/or Balaban and 
Katz theatres to coerce the defendant 
distributors; delaying the release of film 
by creating waiting time or move- 
overs; giving first-run theatres more 
than two weeks of playing time; and 
playing double features to prevent the 
plaintiff's theatre from obtaining un- 
played pictures. 

It must be remembered that in Oc- 
tober, 1946, the Federal government 
had resumed its 1940 antitrust suit 
against the major film companies. By 
1948, the findings in the Jackson Park 
Theatre case had been somewhat 
eclipsed by the Federal government’s 
case against the major film companies. 
By 1950, divestiture of the theatre 
holdings had been secured and com- 
petitive bidding for film had been 
brought into the industry as a result 
of the Federal case. 

As a result of the Jackson Park case, 
all theatres in the Chicago area were 
able to play films at least three weeks 
earlier than before. This was due to 
the elimination of the three-week wait- 
ing period between the Loop and first 
“A” week runs. By using competitive 
bidding, many theatres moved up more 
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than three weeks. Although the Chicago 
release system was enjoined, the vari- 
ous film companies were permitted to 
formulate individual release systems 
similar to the old system, but different 
in area covered, or different in terms 
used to describe the release period. The 
bidding zones or release areas centered 
about the larger first-run or subse- 
quent-run theatres. Thus, Chicago was 
literally gerrymandered by bid zones 
to the advantage of the Balaban and 
Katz or Warner Brothers theatres. 
Although competitive bidding existed, 
few could or would outbid these large 
theatres. 

Legally, theatres, film companies, or 
producers who were not parties to the 
suit were not governed by the Jackson 
Park Theatre decree. Therefore, the 
independent Loop first-run theatres 
could play films longer than the stipu- 
lated two weeks. Independent produ- 
cers of films sought and received first- 
run engagements longer than two 
weeks. Shortly after the October, 1946, 
decree, the Federal District Court, in 
retaining a continuing jurisdiction in 
the case, modified the limited two-week 
first-run provision. The defendant 
theatre chains could continue to show 
films after the regular two-week run 
if the films were made available to 
the subsequent runs beginning with the 
third week. In December, 1953, the 
Court set aside the limited two-week 
first-run provision for a trial period 
of six months. 

The provisions of the Jackson Park 
Theatre decree brought some change 
to Chicago area trade practices. A far 
greater contribution was made by the 
case in that documentary proof of the 
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Chicago release system and other city 
release systems was unearthed by sub- 
poenaing the records of the National 
Film Board in 1950. This material was 
subsequently used in the Milwaukee 
Towne case. In addition, the method of 
determining damages used in the Jack- 
son Park case enabled many other ex- 
hibitors to enter similar antitrust suits 
against the film companies. By 1950, 
the damages in pending suits amounted 
to $366 million. The damages in one 
case alone amounted to $36 million. 


Summary 


To date, it has taken the owners of 
the Jackson Park Theatre almost 12 
years to conclude their litigation. Over 
half the time has been spent in policing 
hard-won gains. In the original trial, 
the plaintiff, the Jackson Park Theatre, 
was able to shed a considerable amount 
of light upon the ownership and ex- 
tent of the theatre holdings of the 
Paramount theatre empire. The im- 
portance of the theatre chain film 
rental payments to the defendant film 
companies was later substantiated in 
many similar cases. Although the ex- 


istence of the Chicago release system| 
had to be proved by inference, docu- +) 


mentary proof of the written Chicago 


release system agreement was uncov- }) 


ered by the attorney for the Jackson 


Park Theatre by subpoenaing records |} 


of the National Film Board in the sum- 
mer of 1950. The plaintiff's method of. 


determining damages was uncommon, 
but was upheld since no other way 
was possible. This method has found | 
considerable application in subsequent 
antitrust suits, particularly in the mo- 
tion picture industry. As to specific re-_ 
sults of the case, the Jackson Park | 
Theatre decree, its interpretations, and | 
the policing efforts of the plaintiff have | 


not produced the effects which they 


originally desired. Matters have been — 
affected considerably by the rapid de- 


velopment of _ television, 
theatres, and a decline in admission re- 
ceipts among all theatres. The Federal 


District Court in retaining a continu-_ 


ing jurisdiction in this case has ex- 
pressed the thought that the decree 
will ultimately be set aside when a 
competitive pattern is established. 
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In Defense of the Limited Cad Bullion Standard* 


Joun J. BALLES 


Assistant Professor of Economics, Ohio State University 


IN RECENT MONTHS there has been a 
revival of efforts to restore a gold coin 
standard in the United States. Particu- 
lar interest has attended Congressional 
hearings on the subject, in view of the 
fact that a new Administration is in 
office which might be more sympathetic 
to such a proposal.? 

Four proposals for gold legislation 
which were introduced in the Congress 
in 1953 came up for hearings late last 
March. Two of them would restore a 
domestic free market for gold, and 
another would involve, among other 
things, an increase in the price of gold. 
Principal attention was focused, how- 
ever, on a bill to resume the redemp- 
tion of currency in gold. If passed, this 
bill would put the United States back 
on the full gold coin standard that pre- 
vailed prior to 1933. The supporters of 
this legislation had their hopes some- 
what dimmed as the Deputy to the 
Secretary of the Treasury, speaking for 
the Administration, testified adversely 
on the proposal “at this time.” He was 
joined by the Chairman of the Board 
of Governors of the Federal Reserve 
System, who reiterated his opposition 


* This paper, in which minor changes 
have been made, was originally presented 
before the Midwest Economics Association, 
Cedar Rapids, Iowa, April 9, 1953. 

1While no flat commitments were made, 
the 1952 Republican platform pledged work 
for restoring a world economy stable enough 
to permit a return to the gold coin standard. 


to the gold coin standard, at least for 
the present.’ 

Regardless of the outcome of the 
present bills, the gold standard issue is 
a hardy perennial which needs to be 
re-examined from time to time. The 
object of this article is to review briefly 
the past experience with the full gold 
standard, both internationally and do- 
mestically, as a means of assessing the 
extravagant claims often made for it, 
and to point out the advantages of re- 
taining the limited form of gold stand- 
ard that we have had since 1934. Ed- 
win W. Kemmerer once admonished 
critics of the full gold standard in 
these words: “It is unfair to condemn 
the gold standard of actual experience 
for not measuring up to a visionary’s 
blueprint of a managed paper money 
standard.” It is equally unfitting to 
condemn the present limited gold bul- 
lion standard for not measuring up to 
what a full gold standard might ac- 
complish under ideal conditions. 


Types of Gold Standards 


In order to clarify the following dis- 
cussion, a brief résumé will be given 


concerning the essential characteristics 


* Hearings of a Subcommittee of the Sen- 
ate Committe on Banking and Currency, 
83rd Congress, Second Session (March 29- 
April 1, 1954), pp. 16-41. 

*Edwin W. Kemmerer, 
Gold Standard (New York: 
1944), p. 199. 


Gold and the 
McGraw-Hill, 
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of, and differences between, the full 
and limited gold standards. 

In all types of gold standards the 
monetary unit is defined, directly or in- 
directly, as a certain weight of gold. 
This definition also determines _ the 
official price of gold for the country 
concerned. A full gold standard re- 
quires, in addition, that the govern- 
ment purchase or sell at the fixed mint 
price all gold offered or demanded; that 
the right to hold or possess gold be un- 
restricted; and that free import and ex- 
port of gold be allowed. The full gold 
standard may be of the gold coin or 
gold bullion type. The basic technical 
differences between them are that in 
the former, unlimited coinage of gold is 
provided, at virtually no cost to the 
suppliers of the gold; there is freedom 
to melt gold coins into bullion if the 
holders so desire; and all types of money 
are convertible into gold coin on de- 
mand. In principle, a full gold bullion 
standard permits the unlimited hoard- 
ing of gold in bullion form. In practice, 
however, most such standards have 
limited the feasibility of gold ownership 
for most citizens, in that the minimum 
amount which could be purchased was 
often very large. After gold triumphed 
in the bimetallism battle in the late 
nineteenth century, the full gold stand- 
ard, in one form or another, was vir- 
tually undisputed as the international 
monetary standard until the Great De- 
pression. ‘The gold coin version of this 
standard prevailed in the United 
States. 

The limited gold bullion standard, 
in contrast, has a more recent origin 
and is a less clearly marked version. It 
also goes by the name of “modified” or 


“provisional” gold standard. In any 
event reference is made to the type of | 
monetary standard that has existed in — 
the United States for the past 20 years, — 


as established by the Gold Reserve Act 
of 1934, and to the international mone- 
tary arrangements provided by the In- 
ternational Monetary Fund. 

In the United States, the Gold Re- 
serve Act of 1934 greatly expanded the 


control of the government over the — 


monetary system. The essential charac- 


teristics of our present standard are as 4 
follows: (1) the dollar is still defined 


in terms of gold ($1 = 1/35 ounce of 
fine gold, thereby establishing the mint 


price at $35 per ounce); (2) all gold | 


dealings, including the holding, import- 


ing, exporting, and transportation of | 


gold are subject to Treasury regula- 
tions; (3) the title to monetary gold is 
vested in the Federal government, with 
certain minor exceptions; gold coins no 
longer circulate and the holding of 
monetary gold by individuals or firms is 
prohibited; (4) gold bullion can be se- 
cured for domestic use in the industrial 
or fine arts only under Treasury license, 
and gold is sold for export only under 
conditions laid down by the Treasury; 
(5) it is the Treasury’s policy to sell 
gold at the mint price to foreign gov- 
ernments or central banks whenever 
necessary to stabilize the foreign ex- 
change value of the dollar, and the 
Treasury stands ready to purchase gold 
at the mint price; (6) the dollar is to 
be kept at parity with gold domesti- 
cally, not through redeemability, but 
through monetary management. 

In the international sphere the mone- 
tary mechanism that exists among the 
member nations of the International 
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— 


Monetary Fund will be termed a 


¥. limited gold bullion standard for pur- 


poses of this paper, although it is even 
more limited than the domestic stand- 
ard of the United States. Nevertheless, 
the Fund does have important ties with 


a gold: each country declares a gold 


value for its currency and agrees to 
undertake such purchases or sales of 
gold, or other exchange stabilization 
operations, as are necessary to keep the 
foreign exchange value of its money 
almost constant; a certain part of each 
country’s subscription to the Fund’s 
_ currency pool was made in gold; nearly 


all interest and service charges on 


foreign currencies purchased from the 
Fund by member nations are payable in 
gold; and members 
foreign currency from the Fund may 
be requested to use gold in making 
payment, if there are no serious dis- 


purchasing a 


advantages in so doing. The Articles of 
Agreement of the International Mone- 
tary Fund do not require member 
nations to maintain gold standards do- 
mestically, even in a limited form. But 
for international purposes exchange 
rates of member countries are pegged 
in terms of gold, and the full converti- 
bility of currencies in terms of gold is 
anticipated. 

Essentially, the role of gold today is 
to serve domestically in some countries 
as a reserve and an ultimate limit on 
the money supply, and to serve inter- 
nationally as a fixed point of reference 
for foreign exchange values and as a 
means of settling net international bal- 
ances. With the distinctions between 
the full and limited gold standards now 
made, our past experience with the full 
gold standard will be examined. 
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Defects in Theory of Full International 
Gold Standard 


The case for the full international 
gold standard rests largely on an as- 
sumption that gold flows will make an 
automatic correction of disequilibrium 
in international payments. This mech- 
anism would work best under the fol- 
lowing conditions: (1) that gains or 
losses of gold lead to expansion or 
shrinkage of bank credit, which implies 
that in countries having central banks, 
credit policy must be based on the gold 
reserve ratio; (2) that in the long run 
corrective gold flows are induced by 
discrepancies between imports and ex- 
ports, rather than such discrepancies 
being met mainly by capital move- 
ments; (3) that gold movements pro- 
duce price changes, which in turn 
produce adequate responses in trade 
and production; and (4) that changes in 
internal prices produce a change in the 
value of exports relative to imports. 
Under these conditions a disequilibrium 
in trade would be corrected by the 
price-specie flow mechanism. 

If disturbances to equilibrium in the 
balance of payments are fairly small, 
corrections may be made without much 
difficulty. However, if the factors un- 
derlying the position of a debtor 
country do not respond to gold flows 
and corrective price adjustments, then 
the continued loss of gold may lead to 
severe deflation and may force suspen- 
sion of the gold standard. Such a situa- 
tion may arise under a number of 
conditions: (1) if the internal price 
structure of the debtor country is too 
inflexible and fails to make a rapid re- 
sponse to the gold outflow; (2) if the 
creditor country offsets the inflow of 
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gold and thus prevents any effect on 
credit and prices; (3) if a flight of 
capital is responsible for the gold out- 
flow from the debtor country; (4) if 
the creditor country imposes trade re- 
strictions to keep out additional im- 
ports; and (5) if the debtor isa 
primary producing country whose ex- 
ports fall sharply either because of a 
crop failure or because of an acute de- 
crease in demand in a period of depres- 
sion. The theoretical requirements for 
the successful functioning of the adjust- 
ment mechanism are thus severe. 

Nor is this the only problem. It has 
frequently been observed that the gold- 
standard theory is a monetary counter- 
part of the classical theory of inter- 
national trade, which never accounted 
properly for the problem of economic 
growth. The countries of the world pos- 
sess varying economic strength and are 
in different stages of development. The 
problem of international monetary or- 
ganization cannot be limited to the 
classical case of trade between countries 
of known resources, already in exist- 
ence, in which the relevant question is 
simply how international trade can 
bring about the present optimum use of 
such resources for all countries con- 
cerned. The theory of maximizing 
national incomes at present ignores the 
fact that only by interfering with the 
process could underdeveloped countries 
maximize their future incomes. 

Still another defect in the theory of 
the “automatic” gold standard was the 
failure to take account of business 
cycles. The movement of national price 
levels around fixed exchange rates was 
the essence of the classical theory of 
adjustment. This theory took full em- 
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ployment for granted, as did the rest of | 
classical theory. But it failed to allow 


for the cumulative character of price > 


movements and the related fluctuations 


in output and employment. The do- | 


mestic instability produced by the full 
gold standard led to a widespread de- 
sire to insulate the home market 
against the effects of .gold flows. 


Cyclical fluctuations in production — 
and demand have been typical of mod- | 
ern industrial economies, even though — 
the timing and strength of such move-, 
ments tend to vary in different coun- 


tries. These divergent fluctuations as 


| 


between countries give rise to disequi- | 


librium in the balance of payments. It 
is through the balance of payments that 
economic fluctuations are transmitted 
from one country to another and thus 
tend to be synchronized. One important 
conclusion arrived at in the 1944 
League of Nations study was that “syn- 
chronization of general business fluc- 
tuations was characteristic of the 
traditional gold standard system.”* In 
order to conform to the “rules of the 
gold standard game,” nations were to 
avoid deliberate measures aimed at 
controlling their national income or 
actions designed to offset any automatic 
effects which gold flows might produce 
on the money supply. Thus the full 
gold standard was a conductor of eco- 
nomic fluctuations. It may be said that 
this standard was a mechanism through 
which we “subjected ourselves collec- 
tively to severities.” 

On the positive side, the great ad- 
vantage of the full international gold 


“League of Nations, International Cur- 
rency Experience (New York: Columbia 
University Press, 1944), p. 212. 
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standard from the standpoint of com- 


_ merce and industry is that it eliminates 
_ fluctuating rates of exchange. Interna- 


tional trade and investment can be 
undertaken without the risk of losses 
that would occur from a change in the 


relative values of different currencies. 


It seems that the proponents of freely 
fluctuating rates are in a minority 
among the experts, most of whom favor 
stable rates because of their advantages. 
However, the full gold standard is not 
the only means of producing stable 
rates of exchange. Indeed this goal 
could be produced, in theory at least, 
with no gold standard at all, provided 
the principal currencies of the world 
were tied to some key currency which 
itself was kept stable in value. Even 
under pure paper standards in various 
countries, a well-developed forward or 
future exchange market could remove 
much of the risk of exchange fluctua- 
tions from traders, although at a price. 

In any event the limited interna- 
tional gold bullion standard, as set up 
under the International Monetary 
Fund, has as a principal objective the 
maintenance of stable exchange rates, 
at least in the short run. At the same 
time it allows for orderly adjustment of 
currency values, under definite “rules 
of the game,” whenever fixed exchange 
rates threaten to produce serious dis- 
turbances to the economies of member 
nations. Under the Articles of Agree- 
ment of the International Monetary 
Fund, any change in the initial par 
value of a member country’s currency 
is presumably to be made only as a last 
resort, after other corrective measures 
have failed. It was inevitable that a 
compromise had to be reached between 
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internal and external stability. Like 
most compromises, it fails to satisfy 
completely the more ardent advocates 
of either goal. 


Experience with Full Gold Standard 
Before World War I 


In terms of actual experience the full 
international gold standard functioned 
most successfully in the era prior to 
World War I. However, its operation 
was not a matter of mutual balance 
between a large number of countries 
of equal importance in which gold 
flows produced equal, prompt, and 
semiautomatic responses. Rather, the 
gold standard rested mainly on a world 
organization of trade and finance which 
was centered in London with England 
playing the active role. Why, it may be 
asked, if the full gold standard then in 
force gave international stability, did it 
fail to do so in the postwar period? 
Since a full-dress historical review on 
this point would be beyond the scope 
of this paper, reference will be made 
to the conclusions of another investi- 
gator. The judgment of William A. 
Brown is well worth reporting: 

The elaborate studies carried through since 
1932 have confirmed us in the conviction 
that what was really destroyed in 1914 
was the high degree of centralization of 
the world’s credit system in London, 
which, in combination with the strong in- 
ternational creditor position of Great 
Britain, made the pre-war gold standard 
essentially a sterling exchange standard 
system; that that system was not and could 
not have been restored at any time after 
the war; that some genuine alternative to 
that system must be found if the pre-war 
stability of international financial relations 
is ever to be regained; and that among the 
prerequisites of such an alternative is the 
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successful attainment of stable domestic 
credit conditions in both Great Britain and 
the United States, and a substantial degree 
of harmony in the broad lines of credit 
policy adopted in these two countries.’ 

Even in the best days of the interna- 
tional gold standard, prior to 1914, the 
theory of corrective movements of gold 
as an adjusting mechanism for an un- 
balance in trade was often upset by 
capital flows. In theory a rise in prices 
in one country relative to other coun- 
tries should lead to an increase of 
imports, an outflow of gold, and a fall 
in prices. Instead the original rise of 
prices often attracted capital from 
abroad since rising prices are usually 
accompanied by rising profits. The im- 
port of capital was then likely to result 
in a further rise of prices and profits, 
attracting still more foreign capital. A 
gold inflow rather than a gold outflow 
was more likely to accompany this 
process, thus providing a base for more 
monetary expansion. Studies of both 
England and the United States in the 
prewar years indicate a clear tendency 
for gold to flow in during prosperity 
and out during depressions. 

Turning briefly to the actual record 
of the pre-World War I gold standard 
in the United States, we certainly find 
no remarkable record of price stability. 
Yet one of the main arguments for the 
restoration of gold convertibility seems 
to be to restore an “honest dollar,” 
presumably in the sense of stable pur- 
chasing power. After the resumption of 
specie payments in 1879, wholesale 
prices rose by 21 percent in three years, 


> William A. Brown, The International 
Gold Standard Reinterpreted (New York: 
National Bureau of Economic Research, 
1940), p. xiii. 
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but then fell continuously until 1896, 
at which time they stood at 76 percent _ 
of the 1879 level. This downward trend 
was similar to that of other gold 


standard countries, including England, 
France, and Germany, thus illustrating 
the “synchronization” mentioned ear- 
lier. Moreover, falling prices in the 
United States after 1879 were super- 
imposed on the long period of falling — 
prices from 1865 to 1878, incident to 
the deflating of our paper standard | 
back to gold parity. Thus the resump- | 
tion of specie payments and the adop-! 
tion of the gold standard in 1879 led 
to 20 years of political agitation on the 
money question and to the bimetallism — 
controversy. Whether or not prices de- | 
clined because of the gold standard, | 
they at least declined in spite of it. — 
Following this deflation were 18 years — 
of inflation as wholesale commodity — 
prices rose 46 percent between 1896 | 
and 1914. This is the record of price — 
fluctuations during the period in which — 
the full gold standard was supposed to 
be functioning at its best. From a 

broad historical viewpoint the record — 
is not a bad one, but it is one that is | 
far from exhibiting an “honest” money, © 
if that term means stable buying power | 
of the dollar. 


The Full Gold Standard Abroad 
After World War I 


Turning next to actual experience 
with the gold standard in the interwar 
period, let us concede at once that this 
period is not entirely a fair test. The 
reasons are too well known to require 
detailed recital here. They include such 
factors as the war-weakened and dis- 
torted environment, the brief period of | 
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| operation, and the changed nature of 
_the gold standard itself. Before 1925 
_ there was a return to normality, and 
after 1925 the belief that a stable gold 
standard had been restored was ac- 
companied by an illusion that economic 
-maladjustments would be corrected by 
automatic forces. The basic difficulty 
after 1925 was the precarious nature 
of the re-established gold standard, re- 
sulting from the war-inherited budget- 
ary and debt conditions. 

Even granting the stresses and strains 
under which the postwar gold standard 
__ had to operate, there are several sug- 
_ gestive aspects of the experience of this 
period. Probably the greatest defect of 
the gold standard was the instability in 
the purchasing power of gold itself. 
Furthermore, it became apparent that 
the gold standard may work unevenly 
by forcing contraction only in the 
debtor countries rather than some ex- 
pansion in the surplus countries. 
Finally, as John Williams has pointed 
out in reference to the experience of 
the British with an overvalued pound 
from 1925 to 1931, 
This and other cases have raised the ques- 
tion whether the development of capital- 
ism under modern conditions has not so 
increased the rigidity of the national econ- 
omy that nations cannot any longer bear 
the painful consequences of internal price 
adjustment in response to external pres- 
sures operating through the gold standard 
mechanism." 
This latter point has special relevance 
to the attempt by the International 
Monetary Fund today to compromise 
between internal and external economic 
stability. 


°John H. Williams, Postwar Monetary 
Plans and Other Essays (New York: A. A. 
Knopf, 1947), p. 193. 


Postwar experience with the gold 
standard led to a considerable change 
in opinion as to the role of gold in 
international monetary organization. In 
this period there was a growing reluc- 
tance to submit to economic fluctuations 
originating abroad and a growing de- 
sire for internal economic stability and 
full 


and foreign exchange reserves came to 


employment. Consequently gold 
serve more as a buffer against external 
fluctuations, and neutralization of gold 
movements became Tine 
volume of available buffer reserves 


common. 


would have been much larger except 
for the required reserves of central 
banks. The League of Nations study 
referred to earlier noted that in 1929 
the amount tied up as a “cover” for 
central bank liabilities constituted more 
than half of the total gold and foreign 
exchange reserves of central monetary 
authorities all over the world.’ Such 
reserves were intended originally to set 
a limit on monetary expansion by the 
central bank. Opinion became wide- 
spread that such a limit ought to be set 
independently, and thus not tie up a 
nation’s international currency reserves. 
This proposal might be more widely 
adopted today as a means of providing 
larger reserves to serve as a_ buffer 
against fluctuations in the balance of 
payments. At the same time it must be 
pointed out that no reasonable amount 
of liquid reserves will suffice if, in addi- 
tion to deficits on current account, they 
must deal with the type of disequi- 
librating flights of short-term capital 
that caused so much trouble in the 
1930’s. In this period speculative mo- 
tives as well as political and economic 


"League of Nations, of. cit., p. 215. 
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fears were at work. Given the present 
state of international tension, we would 
again seem to be vulnerable to such 
flights of capital, and they would be 
facilitated by the readoption of a full 
gold standard. 

Another example of a change in 
thinking about the international role of 
gold is evidenced by the 1931 Report 
of the Committee on Finance and 
Industry in Great Britain (best known 
as the “Macmillan Report”). In an 
attempt to appear orthodox, it recom- 
mended that England should continue 
to adhere to the international gold 
standard at the existing parity. But the 
report then outlined in detail a set of 
policies inconsistent with the recom- 
mendation. In the “Proposals Relating 
to International Policy,” no reference 
was made to stability of the foreign 
exchanges. Rather, these proposals were 
concerned with stability of international 
prices, stability of investment and new 
enterprise, cooperation of central banks, 
autonomy of central banks, avoidance 
of large gold accumulations, and con- 
trol over long- and short-term invest- 
ments.* ‘These revolutionary proposals 
would have involved a complete trans- 
formation of the gold standard, but 
they were put forward in such 4 man- 
ner as to appear as mere modifications. 
This device did not mislead Lord Brad- 
bury, who was an ardent gold-standard 
supporter on the Committee. In a sepa- 
rate “Memorandum of Dissent,” he 
asserted that these proposals would 
really mean a substitution for gold of 
an index figure as the standard of 


* Report of the Committee on Finance 
and Industry, Gmd. 3987 (London: His 
Majesty’s Stationery Office, 1931), pp. 121- 
PB 


value; and that the new unit could 
better be represented by a “counter” — 
issued by some trustworthy interna- 
tional authority. The world would then — 
be saved the trouble and expense of 
gold mining. 


Lessons of the Full Gold Standard in 
the United States, 1919-33 


As a final note on the interwar — 
period, the experience of the United — 
States is illuminating. After discounting — 
the failure of the postwar gold standard | 
in other countries, and for understand- | 
able reasons, E. W. Kemmerer then | 
made the following observation about 
the United States: “This country, after _ 
the great shock of the 1920 to 1921 — 
postwar price adjustment to gold, ex- — 
perienced for the nine years, 1921 to 
1929, one of the most stable commodity 
price levels that the nation ever en- 
joyed.”? With 1926 = 100, wholesale 
prices ranged only from a high of 101 
in 1923 to a low of 95 in 1929. How- 
ever, it was precisely in this period 
that the Federal Reserve System aban- | 
doned any attempt to use its gold 
reserve ratio as a guide to credit policy | 
and began to offset gold movements in 
part. Consequently this episode can | 
hardly be claimed as an example of | 
how the orthodox gold standard pro- | 
motes price stability. : 

The experience of the United States 
in the 1920’s and early 1930’s demon- 
strates the conflicts that can develop 
between desirable domestic objectives 
and the requirements of the full inter- 
national gold standard. In the period 
from 1924 to 1929 there were three 


* Edwin W. Kemmerer, of. cit., pp. 204- 
05. 
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_ special occasions on which Federal Re- 
serve credit policy was directed in part 
__at helping to re-establish and strengthen 
_ the international gold standard. As a 
_ result of the World War and its after- 

math, our gold stock had come to be 


_ much greater than that of any other 


_ country, and it was difficult for other 
nations to restore and maintain the 
gold standard without our cooperation. 
Aid by the Federal Reserve System in 
direction took two forms: the 
maintenance of easy credit conditions 
domestically, and the direct extension 
of loans to foreign central banks, From 
1925 to 1929, the Reserve Banks made 
a total of eight such loans. 

The maintenance of easy credit con- 
ditions in the United States was the 
more important step. Such a policy was 
thought to have a double-edged effect. 
In the first place low interest rates in 
the United States money markets would 
not attract as much inflow of foreign 
funds, especially short-term funds, thus 
making it easier for other countries to 
acquire and retain supplies of gold. 
Secondly, to the extent that easy credit 
in this country helped promote a high 
level of income and prices, it was 
argued that our imports would rise 
relative to exports, thereby furnishing 
other countries with larger dollar earn- 
ings that could be used to acquire gold. 

Even such a sympathetic critic of 
Federal Reserve policy as E. A. Gold- 
enweiser concluded that the easy 
money policy to aid the gold standard 
was unwise in two respects: it helped 
England return to gold in 1925 at a 
parity of $4.86, which overvalued the 
pound sterling and led to deflation in 
England; and by providing banks with 


new reserves in the United States, it 
set the stage for undue credit expansion 
in the late 1920's, especially in security 
loans.*° A similar situation developed 
in 1927 when France and several other 
countries were preparing to return to 
gold. Again the Federal Reserve bought 
securities in the open market and 
lowered discount rates, partly to fa- 
cilitate monetary reconstruction. This 
easy money policy was adopted despite 
the fact that security loans were in 
record volume. Finally, the unwilling- 
ness of the Federal Reserve Board to 
adopt more restrictive credit measures 
in 1928-29 can probably be explained 
in part by their desire to avoid inten- 
sifying the monetary difficulties of 
other nations."* 

In fairness to the Federal Reserve 
System, the limitations imposed on 
credit policy by the gold standard must 
be given adequate mention. Any at- 
tempts to tighten credit might well 
have been self-defeating if higher in- 
terest rates had attracted foreign gold 
to our money markets. The pressure 
on bank reserves coming from higher 
discount rates and open-market sales 
by the Reserve Banks might have been 
offset by additions to member bank 
reserves through newly acquired gold. 
In any event the impetus given to 
speculative developments in the 1920's 
by monetary action designed to aid the 
gold standard seems to show that inter- 
national considerations may be a poor 


guide to domestic credit policy. 


0, A. Goldenweiser, Monetary Manage- 
ment (New York: McGraw-Hill, 1949), 
pp. 50-51. 

“ Cf., Federal Reserve Board, Annual Re- 
port (Washington, 1928), pp. 14-16. 
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After the credit structure of Central 
Europe collapsed in the fall of 1931, 
and especially after the suspension of 
gold payments in England, the Federal 
Reserve System was subjected to heavy 
withdrawals of gold both by foreign 
accounts and for domestic hoarding. 
The loss of gold between September 
and December, 1931, was about $500 
million, approximately 10 percent of 
our total gold stock. By the following 
June another $500 million had been 
withdrawn. This gold standard crisis 
presented a major conflict. in policy. 
Following the collapse of 1929, the 
Federal Reserve had pursued an easy 
money policy, although not vigorously. 
But in September, 1931, the gold stand- 
ard psychology prevailed, and the Fed- 
eral Reserve tightened credit. The dis- 
count rate at the New York Bank was 
raised from 1% to 3% percent at the 
very time that member banks were 
being subjected to a large loss of re- 
serves through gold withdrawals. Mem- 
ber banks had to borrow heavily at the 
Reserve Banks, and the pressure for 
liquidation of bank credit was renewed. 
Most analysts of this period have 
severely condemned the tightening of 
credit in the fall of 1931, for it added 
another strong deflationary push’ to an 
economy already in a precarious situa- 
tion.” The action was the classic gold 
standard remedy to be followed after a 
loss of gold, but it conflicted sharply 
with domestic requirements. It seems to 
be another indication that international 
considerations may be a poor guide to 


“For an opposite view, to the effect that 
this action had no serious or lasting damage, 
see E. A. Goldenweiser, American Monetary 
Policy (New York: McGraw-Hill, 1951), 
jos Le), 
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domestic credit policy, especially when — 
gold movements represent flights of — 
disturbing factors — 
rather than adjusting factors in the — 


capital, and are 


balance of international payments. 


The Limited Gold Bullion Standard 
and Monetary Management 


Let us turn next to certain domestic 
aspects of our limited gold bullion 
standard, as established by the Gold 
Reserve Act of 1934. So far as the 


. . 1} 
domestic economy is concerned we have {| 


a managed, irredeemable 
even though it has partial gold backing. 
One might be skeptical of the wisdom 
with which monetary management will 
be exercised. However, it should be 
realized that the possibility of abuse 
extends to the entire area of govern- 
ment activities. This is a risk which 
must be assumed under any form of 
government. All monetary systems are 
managed to some extent, even the or- 
thodox gold standard as it worked out 
in practice. The important question 
involves the adequacy, skill, and ob- 
jectives of management. The full gold 
standard is, in one aspect, a set of rules 
designed to limit the discretion of the 
monetary authorities, and for this rea- 
son it is deemed highly desirable by 
some persons. It is alleged that a 
redeemable currency is the only “hon- 
est” type of money, and that gold con- 
vertibility is necessary in order to 
prevent monetary and fiscal abuses by 
the government. On this controversial 
issue the author concurs in the judg- 
ment of the Patman Report of 1952: 
“The Subcommittee rejects the view 
that the Government of the United 
States should be controlled by ‘a system 


currency, || 
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of golden wires’ and reaffirms its faith 
in the ballot box.”!® The latter half of 
this statement was prophetic, in that 
a major issue raised in the last Presi- 


_ dential election was the inadequate 


program of the previous administration 


in dealing with inflation. The outcome 


seems to demonstrate that excessive 
government spending and inflationary 
policies are by no means beyond the 
control of the electorate, despite the 
absence of “golden wires.” We have 
within the past several years achieved 
a signal victory for effective monetary 
policy, incident to the unpegging of the 
government securities market. It would 
be a serious mistake to reimpose the 
restrictions of the full gold standard on 
monetary policy. In order to be effec- 
tive, such policy must be timely, flex- 
ible, 


Some persons believe that we need 


and vigorous. 


more rules and less discretion to guide 
the monetary authorities, and among 
the rules proposed are two covering the 
size of the gold reserve ratio of the 
central bank and the direction of gold 
flows. If previous history is any guide, 
the orthodox gold standard signals are 
likely to come at the wrong time and 
even indicate the wrong direction. Al- 
though he was a strong believer in 
“rules” as opposed to discretionary 
powers, Henry Simons once stated: 


In a free-enterprise system we obviously 
need highly definite and stable rules of the 
game, especially as to money. . . . [but] 
... The utter inadequacy of the old gold 
standard, either as a definite system of 


“% Monetary Policy and Management of 
the Public Debt, Report of the Subcommit- 
tee on General Credit Control and Debt 
Management (1952), p. 67. 
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rules or as the basis of a monetary religion, 
seems beyond intelligent dispute. 

The broad objectives of the Employ- 
ment Act of 1946 — “maximum em- 
ployment, production, and purchasing 
power’ — apply to the Federal Reserve 
System, as well as to other government 
agencies, and constitute the basic policy 
goals of the System.’® Two important 
clarifications of these goals have been 
proposed. In 1952 the Patman Subcom- 
mittee suggested that consideration be 
given to a rewording of the Employ- 
ment Act of 1946, with a view to cor- 
recting the overemphasis on the main- 
tenance of high-level employment and 
the underemphasis on the maintenance 
of price stability.1° In 1950 the Douglas 
Subcommittee recommended that the 
Congress should provide a more spe- 
cific division of responsibility between 
the Treasury and the Federal Reserve 
System. The following joint resolution 
was proposed: “It is the will of Con- 
gress that the primary power and 
responsibility for regulating the supply, 
availability, and cost of credit in gen- 
eral shall be vested in the duly con- 
stituted authorities of the Federal 
Reserve System, and that Treasury 
actions relative to money, credit, and 
transactions in the Federal debt shall 


“Henry C. Simons, Economic Policy for 
a Free Society (Chicago: University of 
Chicago Press, 1948), p. 169. 

* Cf., statement by William McC. Martin, 
Chairman of the Board of Governors of the 
Federal Reserve System, to Subcommittee 
on General Credit Control and Debt Man- 
agement, Joint Committee on the Economic 
Report, Monetary Policy and Management 
of the Public Debt, Replies to Questions, 
Rantala 1952) eappn 20962125 2372358. 

** Report of the Subcommittee on General 
Credit Control and Debt Management, of. 
(often fits Galle 
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be made consistent with the policies of 
the Federal Reserve.”?’ Future experi- 
ence will determine whether these two 
changes are necessary. 

Monetary policy by itself cannot 
achieve the goals of the Employment 
Act, but it can be a powerful force if 
used in conjunction with other gov- 
ernmental policies. Some discretion in 
the exercise of credit controls is un- 
avoidable, especially in regard to pos- 
sible conflicts between stable prices and 
full employment, as well as to the 
timing of policy measures. .There can 
be no substitute for expert judgment 
on timing, especially anticipatory steps, 
and the timing of policy is equally 
important to the speed and scale of 
action. A fatal weakness of the ortho- 
dox gold standard signals as a guide 
to policy actions is that they are likely 
to come much too late, and a nondis- 
cretionary monetary policy based on 
such signals would constantly be en- 
gaged in correcting its own past errors. 

A gold standard of any form, while it 
is in operation, does provide for ulti- 
mate restraint over expansion: of credit. 
But in this country, at least, the “free” 
gold reserves of the Federal Reserve 
System have long been so great that in 
practice restraint has depended 6n the 
monetary authorities. Moreover, if dis- 
turbances are not corrected through 
effective monetary management before 
they proceed too far, the gold standard 
is unlikely to prove an effective barrier. 
Almost every major economic disturb- 
ance in the past century has resulted in 
a breakdown of the conventional gold 


™ Monetary, Credit, and Fiscal Policies, 
Report of the Subcommittee on Monetary, 
Credit, and Fiscal Policies, Senate Docu- 
ment 129 (1950), p. 2. 
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standard. This standard has been a | 


“fair-weather friend.” 


Is a Full International Gold Standard 
Necessary? 


The most difficult problem of all has 


been postponed until last — namely, 
the discouraging recurrence of difficul- — 


ties in international payments, and the 
failure to achieve unimpeded multi- 
lateral trade and free convertibility of 
currencies under the International 
Monetary Fund. Operating under a 
limited gold bullion standard, the 
Fund’s basic purpose was to bring 
about stable exchange rates on a freely 
while 
avoiding deflation and unemployment 


convertible, multilateral basis, 
as means of adjusting to an adverse 
balance of payments. In that way it 
hoped to promote the free movement 
of goods and services among nations as 
a way of achieving the highest stand- 
ards of living. The 1952 report of the 
Fund set forth incisively the causes of 
the failure up to that time.’® First and 
foremost was the attempt by nations to 
live beyond their means, resulting in 
inflationary pressures that were not 
handled adequately by domestic meas- 
ures. Other causes cited included the 
inadequacy of gold and dollar reserves 
in the hands of governments and cen- 
tral banks; the virtual absence of pri- 
vate capital movements to share the 
burden of adjustment to balance of 
payments fluctuations; the international 
political tensions that disrupted East- 
West trade and necessitated rearma- 
ment; the industrialization of raw 
material producing countries; the pro- 


* International Monetary Fund, Annual 
Report (Washington, 1952), pp. 3-7. 
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tectionist policies of the United States, 
especially in regard to agriculture; and 
the lack of cooperation between various 
countries on such matters as the stock- 
piling of raw materials. While the 
Bretton Woods conference assumed that 
a big job would be to prevent competi- 
tive devaluations, the actual problem 
until recently turned out to be inflation, 
- somewhat complicated by a reluctance 
to devalue. 

There is no necessity to rely indefi- 
nitely on American financial aid to 
solve the dollar shortage. Exclusive of 
military exports, our over-all trade and 
service accounts with the rest of the 
world were about in equilibrium by the 
end of 1953. Successful balancing of 
trade has already been approached by 
some European countries, e.g., Switzer- 
land, Western Germany, Belgium, and 
the Netherlands. The principal solu- 
tion, as pointed out by the Bank for 
International Settlements, has been to 
control inflation domestically through 
balanced budgets and a vigorous credit 
policy.’ This formula has worked well 
for countries that have tried it. The 
fundamental link between domestic 
economic policy and external equili- 
brium, apparently long forgotten, is 
once again being recognized and in 
some countries respected. The main 
need today is to further apply these 
principles, and to strive for their 
achievement through direct action 
rather than through the process of gold 
redeemability. The recent international 
conferences on the restoration of cur- 
rency convertibility are an encouraging 
sign that progress along these lines has 


Bank for International Settlements, An- 
nual Report (Basle, 1952), pp. 261-62. 


been made. The basic solution to inter- 
national currency disequilibrium does 
not lie in some monetary magic, such 
as the full gold standard or an increase 
in the price of gold, but in correcting 
the real underlying disturbances noted 
earlier. 

Past experience has shown that stable 
exchange rates and free convertibility 
of currencies can no longer be achieved 
if debtor countries are forced through 
price and income adjustments that in- 
volve deflation and unemployment, or 
if creditor countries are unwilling to 
permit adjustments that involve infla- 
tion. Thus our key concern should be 
with internal stability, especially in the 
major countries, such as will permit a 
satisfactory degree of exchange stability 
and international monetary balance. 
The best compromise between internal 
and external economic stability can be 
achieved under a limited gold bullion 
standard. If corrective gold flows are no 
longer desired or tolerable by the world 
at large as the principal mechanism of 
international adjustment, and if gold 
and foreign exchange reserves are to be 
used instead as a buffer, then it would 
be a mistake to dissipate the world’s 
monetary gold by restoring redeem- 
ability.”° 

In conclusion, the full gold standard 
would not be of material aid in the 
solution of our economic problems, 
either domestically or internationally, 
and its resumption might easily do more 
harm than good. 


* We might even go in the opposite di- 
rection by freeing such amounts as are now 
tied up in central bank required gold re- 
serves, provided that some proper independ- 
ent check could be established on central 
bank expansion. 
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The Frontiers of Economic Knowledge. 
By Arthur F. Burns (Princeton: 
Princeton University Press, 1954, 
pp. 367. $5.00. Published for the 
National Bureau of Economic ‘Re- 
search, New York) 


This volume contains reports, pro- 
fessional articles, review articles, intro- 
ductions to works by other authors, 
and criticism by the present chairman 
of the President’s Council of Economic 
Advisers. The material was published 
in various places over a period of 
twenty years ending in May, 1953. 

The most interesting and significant 
part of this volume is the ‘section re- 
printing the eight annual reports which, 
as head of the National Bureau of 
Economic Research, Dr. Burns submit- 
ted over the period 1946-53. Here both 
the strength and the weakness of the 
approach to economics of Dr. Burns 
and of the National Bureau are made 
clear. The strength lies in the ability 
and patience to amass detailed statisti- 
cal information on the American econ- 
omy and subject this information to 
intricate statistical analysis. Most, but 
not all, of this work would be classified 
as business cycle research. Economists 
have been, and will be in the future, 
drawing heavily upon this store of 
factual information. 

The weakness can best be indicated 
by pointing to the date of publication 
— 1913 — of Wesley Mitchell’s Business 
Cycles which may be said to mark the 
origin of the National Bureau although 
the actual institution was not -estab- 
lished for several more years. To Dr. 
Burns, Business Cycles marks the be- 


ginning of a new era in economics. — 


(pp. 78-79) But it may rather have | 


marked the end of an era — that cen- 
tury prior to World War I in which, 
especially in the United States, a pri- 
economy proceeded 
largely untrammeled by government, 


vate enterprise 
by nonbusiness pressure groups, or even, 
to a considerable degree, by a moral 
code. Viewed in this light, the 1919-33 
period was one in which this type of 
economy emitted its death rattle. 

It was primarily in this nineteenth- 
century atmosphere that the cyclical 
nature of economic movements im- 
pressed itself upon economists, with 
Mitchell’s 1913 work at the summit of 
their investigative endeavors. A very 
real question which Dr. Burns never 
fully comes to grips with in the present 
volume is whether business cycle re- 
search as such is a rear guard action 
rather than a frontier skirmish. It does 
seem apparent, however, that doubts on 
this score began to arise in the postwar 
years when Dr. Burns directed the 
Bureau’s work. In his 1946 report, Dr. 
Burns criticized the Keynesian theory of 
national income determination and 
said in conclusion, “If I am right in 
believing that the Keynesian thinking 
of our times makes realistic investiga- 
tion of business cycles more necessary 
than ever, we should seek to intensify 
our work on that subject.” (p. 24) By 
1953, he is saying, “We continue to 
investigate the typical features of busi- 
ness cycles, seeking in the spirit of 
science well-founded generalizations 
having a wide range of application. 
But our research has reached a stage 


[ 58 ] 


BOOKS REVIEWED 59 


__ where we can usefully give increasing 
__ attention to variations among business 
_ cycles and to the workings of contra- 
cyclical policies. (p. 183, italics sup- 
plied) And in this same 1953 report, 
“The tendency towards regularity in 
cyclical fluctuations, which seemed so 
clear a generation earlier [prior to 
1929], became fuzzy.” (p. 174) And, 
-“But there are no adequate grounds, 
as yet, for believing that business cycles 


per b7 5; 


be) 


will soon disappear... . 
italics supplied) 

By 1953, Dr. Burns was able to give 
a succinct description of the economic 
climate in which business cycle research 
had seemed to hold much promise: 

As we look back to the 1920's, three facts 
about the business cycle stand out. The first 
is that it was natural to frame expectations 
about the business future on the assump- 
tions of international peace and of normal 
business relations among nations. Second, 
it was natural to think of the government 
as playing a minor role in business fluctua- 
tions. Third, it was natural to think of 
business depressions as passing interruptions 
of progress. (p. 171) 

This is not the climate of the present- 
day American economy. Nor is it likely 
to be in the foreseeable future. 

In reading Dr. Burns’s postwar writ- 
ings it is possible to imagine a growing 
awareness of an underlying problem 
which is never allowed to rise to the 
surface. The difficulty may be stated as 
follows: If government, especially the 
Federal government, is successful in 
maintaining full employment in the 
American economy, the business cycle 
will disappear. But the National Bu- 
reau was founded on the assumption 
that there always would be a business 
cycle. Where would such a develop- 
ment leave the National Bureau? 


Dr. Burns’s stand on methodological 
problems in economics is fairly well 
known to economists, but the consoli- 
dation of these papers —so diverse in 
time and subject matter —serves to 
emphasize what may be called the 
National Bureau approach to econom- 
ics. This methodology is based upon 
two articles of faith: one, that “. .. the 
economic process is one whole, and so 
in the course of time must become our 
knowledge of it;” (p. 59) and two, the 
way to this goal is by the “ . . . process 
of constructing an analytical frame- 
work, seeking out observations, process- 
ing them, reshaping the framework, 
seeking out new observations, and so on 
[which] is the continuous and well- 
tried method of science.” (p. 50) 

This second article of faith, taken 
alone, is unobjectionable as a general- 
ized expression of what is often called 
“scientific method,” but in the context 
of Dr. Burns’s reports it is clearly based 
on a philosophy of physical science that 
was widely accepted in the nineteenth 
century. Such a methodology is based 
implicitly on the assumption that the 
economy is like the physical universe as 
Newton conceived this universe or 
(sometimes) like the concept of de- 
veloping living things which Darwin 
held. This overlooks two crucial issues: 
(a) the question of to what extent the 
economy and economic development 
are, in fact, analogous to the physical 
universe and to the world of living 
things, and (b) the question of whether 
Newtonian physics and Darwinian bi- 
ology hold particular truths for eco- 
nomic theory though their 
philosophical underpinnings have been 


even 


seriously weakened and, in some cases, 
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destroyed in the last half century. Econ- 
omists who adopt Dr. Burns’s method- 
ological premises may find themselves 
using philosophical castoffs from the 
natural sciences. One can wish, for ex- 
ample, that Dr. Burns had commented 
on the notion of causality that per- 
meates the present-day philosophy of 
physical science. 

Furthermore, statistical economics is 
always in danger of losing sight of 
simple reality in its concern with the 
promise of truth to be revealed by 
quantitative analysis. Dr. Burns, in his 
introduction (reprinted in Frontiers) 
to Mitchell’s posthumous work, What 
Happens During Business Cycles, com- 
ments on “How peculiar the cyclical 
behavior of smaller sectors of activity 
can be.” (p. 191) Several examples 
are given including, “. . . cotton stocks 
held at mills run parallel with mill 
production, while stocks in public stor- 
(pp. 191-192) 
Hardly more than superficial knowl- 
edge of the raw cotton and cotton 
textile industries is needed to deduce 
that a statistical study would turn up 
exactly the result obtained. That a fall 
in the demand for, and in the price of, 
cotton is not likely to reduce signifi- 
cantly the supply of cotton is well 
known (although in 1951 Burns 
thought otherwise). (p. 191) On the 
other hand, the structure of the cotton 
textile industry, especially the manner 
in which the price of a particular 
shipment of raw cotton to the mill is 
fixed and the existence of an active 
futures market, is such that there is no 
reason for cotton mills to keep any but 
a minimum working inventory on hand 
—no matter what the anticipations 


age move inversely.” 


regarding future prices are. Since about | 
the same amount of cotton is being 

picked in good times or bad (neglecting | 
government intervention) and since_ 
mills hold only working inventories, 

the stocks in public storage must rise 

when cotton textile production declines. 

But the significance of this to an expla- 

nation of why we have (or used to 

have) business cycles is by no means 

clear. 

This rather critical discussion of the 
National Bureau’s work is intended to, 
raise the question whether the resources: 
invested in the National Bureau have 
resulted in returns commensurate with 
this investment. For the Bureau’s work 
has often occupied some of the best 
minds in economics, not least of which 
is that of Dr. Burns. 


RoyaLL BRANDIS 


The World’s Food. By M. K. Bennett 
(New York: Harper and Brothers, 
1954, pp. vi, 282. $4.00) 

In the past few centuries, through 
improvements in agricultural tech- 
the world’s population has 
greatly increased its capacity to obtain 
food. The same period has also wit- 
nessed a decreased likelihood of famine 
for most population groups; a greatly 
increased variety of diet and oppor- 
tunity for improved nutritional balance, 
at least for the inhabitants of Western 
Europe and North America; and a very 
substantial increase in the world’s 
population. The World’s Food under- 
takes to explore these trends and, 
related to them, a number of funda- 
mental questions: What is the relation- 
ship between world population and 


niques, 


| 


world food supply and what are the 


‘a future prospects for this relationship? 
_ How have technological change and a 


rise in income levels affected the com- 
position of diet, especially in the United 
States? Has the altered composition of 
diet brought an improved nutritional 
balance and greater health to the popu- 
lation? How much hunger is there 
throughout the world? 

Dr. Bennett, Director of the Food 
Research Institute at Stanford Univer- 
sity and eminently qualified in his field, 
discusses these and other questions in 
a manner that is both sobering and re- 
freshing. His success results in large 
part from his approach — an approach 
that accords due attention to the rele- 
vant facts and to the gaps in our knowI- 
edge which must be closed if certain 
popular generalizations are to be sus- 
tained. The author’s technique is par- 
ticularly telling in his treatment of the 
often-raised Malthusian specter of 
population madly outrunning food sup- 
ply, and in his appraisal of the preva- 
lence of hunger in the world. In both 
cases the nub of it seems to be that our 
state of knowledge will not warrant 
more than the roughest of judgments. 

With respect to the pressure of popu- 
lation on food supply, Dr. Bennett notes 
that in the population upsurge begin- 
ning in Western Europe in the seven- 
teenth century and spreading to North 
America in the eighteenth, mankind’s 
numbers increased fivefold. He notes 
further that mankind has the capacity 
to increase its numbers by about three 
percent per annum, a rate that would 
double population every twenty-five 
years. But he points out that extrapo- 
lation of such rates is in the nature of 


BOOKS REVIEWED 61 


an arithmetical exercise. Contrary to 
Malthus’ expectations, it is a decline 
in the death rate rather than any in- 
cessant pressure from the birth rate 
which is mainly responsible for the 
population growth of the past few 
hundred years; indeed, at the times 
when population was increasing most 
rapidly, the birth rate was falling. 
Knowledge of the determinants of the 
birth rate still is highly imperfect. In 
Dr. Bennett’s view, over-all projections 
of world population, with their implicit 
averaging of expected birth and death 
rates of heterogeneous national and 
ethnic groups, are extremely hazardous. 

A chapter titled “World Geography 
of Hunger” subjects to searching evalu- 
ation recent estimates of the prevalence 
of hunger in the world. Hunger is 
defined not as nutritional deficiency but 
more pragmatically as “an involuntary 
shortfall of total food-calorie ingestion 
such that groups of people lose normal 
body weight if maintaining normal 
bodily activity.” (p. 190) The author 
enumerates the limitations that attach 
to available estimates of calorie inges- 
tion by various population groups, 
questions the reliability of the calorie 
requirement estimates for many of these 
same groups, and points up ambiguities 
in the data. He is led to regard with 
great skepticism Boyd-Orr’s contention 
that “A lifetime of . . . actual hunger 
is the lot of at least two-thirds of man- 
kind.” Our present state of knowledge 
will not support any such sweeping 
generalization. Still less will this state 
of knowledge permit generalizations 
about the incidence of malnutrition. 
“But this is not to say that there was 
international geography of 


not an 
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hunger during war years . . . Nor is it 
to say that even in 1934-38 [to which 
his analysis of hunger mainly relates] 
there may not have been in any country 
particular people who were hungry 
part of the time, or in occasional years 
large groups of 
people who were so hungry as to die of 
starvation.” Nor should we forget that 


in some countries 


‘“Underemployment in agriculture, with 
low physical activity and accompany- 
ing low calorie ingestion, is probably a 
(p:, 200), It 
appears that if there is no occasion for 
severe pessimism, neither is there cause 


common phenomenon.” 


for undue optimism. 

Many readers and students of con- 
sumption economics in particular will 
be especially interested in Part II of 
the volume. Here in some eight chap- 
ters are discussed a great many fea- 
tures and problems of the American 
national diet. The relationship between 
food expenditures and income, compo- 
sition of diet and its changes over 
recent decades, retail food price rela- 
tionships and the cost of a nutritionally 
adequate diet are among the topics re- 
ceiving attention. How well insulated 
this country is against famine is indi- 
cated by figures given on the dispo- 
sition of our cereal crops. The‘ great 
bulk of them, about two-thirds, goes to 
feed animals, mainly productive live- 
stock. Most of the grain so used is 
humanly edible. Consumed as grain 
rather than in the form of animal 
products, it could provide roughly 
three times as many calories as it cur- 
rently provides. Its presence constitutes 
a vast reserve which could be tapped in 
event of catastrophe. This fraction of 
our grain output that is allocated to 
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animal feed can be taken as one index . 


of our material well-being. Few other 


nations can afford to use so much of 


their cereal crops in this way. 


In tracing dietary trends and pat- 


terns over the last four decades, the 
author finds that total calorie con- 
sumption has changed little, perhaps 
fallen slightly, but that commodity 
composition has altered significantly. 
Americans have increased slightly their 
consumption of (1) milk and its prod- 
ucts, except butter, (2) vegetables and 
fruits, and (3) eggs. 
hand, variable trends are exhibited by 
(1) sugar and syrups, (2) fats and oils, 
and (3) meats, poultry, and fish. Most 
notable, however, is the persistent de- 
cline in the consumption of the starchy 
staples — grain products and potatoes. 
These and other changes are ascribed 
to such factors as rising family income, 
growing urbanization, improved refrig- 
eration, shifting price relationships, a 
growing public awareness of the nutri- 
tional content of foods, and advances 
in food technology. 

Notwithstanding the many uncer- 
tainties in the picture, Dr. Bennett is 
led by further considerations to favor 
the presumption that the nation is well 
fed, according even to relatively high 
nutritional standards. However, he 
cautions against jumping to the con- 
clusion that everyone is well fed, and 
he adds (p. 112) “It seems a moot 
question whether ignorance, recalci- 
trance, or poverty could now (if ever) 
be singled out as the most important 
cause of such undernutrition and mal- 
nutrition as exists in the United States. 
And the problem of stating with pre- 
cision what fraction of the population 


On the other | 


ai) Bohr ak 


ished or malnourished remains 
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at any particular time is undernour- 
un- 
solved, as does the problem of stating 
with precision the length of time during 
which individuals stand in those situa- 


tions.” 


Not least among this volume’s vir- 
tues is its readability and usefulness to 
laymen and scholars alike. The former 
need not worry about specialists’ form- 
ulae or technical jargon and the latter 
cannot complain of — superficiality. 
Breadth and thoroughness are present 
in equal measure. 

MarVvIN FRANKEL 


The Hard Money Crusade. By Ber- 
tram Gross and Wilfred Lumer 
(Washington: Public Affairs Insti- 
tute, 1954, pp. 142. $2.00) 


This book is not, as the name might 
imply, a discussion of a program for re- 
deeming our currency in gold or re- 
turning to a full gold coin standard. It 
is a criticism of the Administration’s 
“tioht money” program in 1953. The 
major thesis of the book is that the rais- 
ing of the discount rate, and the failure 
by the Federal Reserve System to sup- 
port government bonds in 1952 and 
1953 at near parity levels, raised inter- 
est rates in the United States and that 
the tight credit and the high interest 
rates produced economic contraction 
and helped bring on the recession of 
1953-54. 

The writers discuss the “hard money” 
policies of the 1920’s, the “easy money” 
policies of the 1930’s and the World 
War II period, and they trace in detail 
the “crusade” for a “hard money” 
(tight money) following World War II. 


They attribute the tight money pro- 
gram to “the Hard Money Coalition” 
composed primarily of lenders who 
were seeking to obtain a higher interest 
on their investments. It is stated that 
the bankers, the investment bankers, the 
insurance companies, and the trade as- 
sociations influenced the Federal Re- 
serve authorities and the Treasury to 
adopt the hard money policy. 

Gross and Lumer contend that an 
organized campaign was started in 1946 
with the formation of the “Committee 
on Public Debt Policy,” headed by W. 
Randolph Burgess, at that time with 
the National City Bank of New York 
and now Deputy Secretary of the 
Treasury. This committee, mainly com- 
posed of leading bankers and insurance 
executives, published a number of 
pamphlets on national debt policies 
urging a tight money policy to check 
the inflation. The writers hold that the 
real purpose of the crusade was to in- 
crease the profits of lenders and to sub- 
ordinate the full employment mandate 
of the Employment Act of 1946 to the 
goal of “‘price stability.” 

It is maintained further that the tight 
money program began with the Treas- 
ury and Federal Reserve accord in the 
spring of 1951 after which the Federal 
Reserve allowed government securities 
to seek their own level on a free market. 
Immediately after taking office the 
Eisenhower Administration announced 
it was taking steps to bring back a 
“sound dollar.’ The Treasury raised 
rates on government securities and the 
Federal Reserve authorities allowed 
government bonds to fall substantially 
below par in the spring of 1953. The 
interest rate rose quickly and the gov- 
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ernment security market reached a state 
of disorder. Subsequently the Federal 
Reserve authorities eased the money 
market in June, 1953, by lowering re- 
serve requirements and purchasing gov- 
ernment securities. 

The authors point out that the in- 
terest payments on the national debt 
will have increased by nearly $300 mil- 
lion by fiscal 1955 and that as a result 
of the tight money policy the lenders, 
primarily banks and insurance com- 
panies, enjoyed a substantial increase in 
income and were able to reap also a 
speculative gain by buying the bonds at 
the low price prevailing during the 
tight money period. f 

The report recommends that Con- 
gress set ceilings on interest paid on all 
Federal securities and on loans made 
or guaranteed by the government. This 
would limit the power of the Federal 
Reserve or the Treasury to control the 
money market, and would certainly 
force the Reserve banks to support 
government bonds at near par. The 
authors think this would prevent any 
“il-timed and costly” interest increases 
like the 3% percent 30-year bonds of 
1953. They think it would assure Fed- 
eral debt management and credit poli- 
cies that would promote the maximum 
employment and purchasing power 
which were the objectives of the Full 
Employment Act of 1946. 
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This is a controversial, but provoca- 


tive, report. The fundamental contro- _ 
versy is the objective of monetary policy — 


in the United States — stability of the 
price level or full employment. Are the 
two compatible? Should full employ- 
ment ever be sacrificed for price sta- 
bility? Is inflation necessary for full 
employment and economic growth? 
The discussion of a “tight” versus an 
“easy” money policy and the effects on 
the economy are good. The contention 
that the tight money policy was a cru- 


sade by the lenders solely for gain is ~ 


debatable. Many reputable economists 
advised a tight money policy to check 
the inflation in the postwar period. I 
believe most economists and the Re- 
serve authorities were surprised how 
quickly and violently the market re- 
sponded to the brakes. Certainly the 
Reserve authorities took strong steps to 
reverse the policy by June, 1953, and 
have taken action in 1954 to ease the 
money market and lower the interest 
rate. 

The publisher of the book is the Pub- 
lic Affairs Institute, a nonprofit, non- 
partisan research foundation in Wash- 
ington, D.C. Mr. Gross is a former 
executive secretary of the Council of 
Economic Advisers. Mr. Lumer is a 
member of the Public Affairs Institute 
economic staff. 

Russet M. Noten 


